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THE VACANT 


MEN WHO ARE SELECTED FOR 
THE TOP MANAGEMENT JOBS 
MUST HAVE A WELL-ROUNDED 
KNOWLEDGE OF THE WHOLE 
BUSINESS STRUCTURE 


Have you ever been by-passed to a 
bigger executive position by some- 
one you thought was less well 
qualified? Wondered what he had 
that you didn’t have? 

If you could have listened in when 
that decision was made, you would 
have heard something like this: 
“How about Bill for this job? He 
has handled his department better 
than anyone we ever had in there.” 
“No, Bill won’t do. He has too 
many blind spots. We need someone 
who is familiar with al/ angles of 
business.” 





In the days ahead the man with blind equipped for heavier responsibilities 
spots in his training will find himself when they know the basics underlying 
more severely hand capped than ever al] us‘ness operations. j 


before. For when business is running 
at flood tide, the men who are 
selected to fill “the vacant chair” at ness Administration Course and 
top management's table are those 
who have never stopped learning . 


Broad in scope, the Institute’s Busi- 


Service covers all basic departments 
of bhnsiness—Administration, Finance, 


the men who have a thorough know- Production, and Distr bution. It offers 
ledge of the whole business structure a systematic, time-saving method of 

— Finance, Production, Distribution bringing to any man’s home or office 

and Administration. the knowledge and training which he ° 
Not only in the higher altitudes of needs, but which he cannot acquire 
management, but down through all through his own experience within 


executive levels, men are far better a reasonable time. 


%& The Hemingway Robertson Institute’s programme of career 
training for executives, covers all aspects of Business Administra- 
tion. This special training for executives is described in our 
stimulating brochure —“To-morrow’s Executives.” A copy is 
offered — free and without obligation — send for yours TODAY! 
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THE RELATIONSHIP BETWEEN 
ACCOUNTING AND FINANCIAL 
MANAGEMENT 


by 


R. J. CHAMBERS, B.Eo., A.I.C.A. 


(The Sixth Commonwealth Institute of Accountants Annual Research Lecture 
delivered in the University of Adelaide on 22nd June, 1950) 


I.—INTRODUCTION 


The general theme to which I am direct- 
ing attention for the purpose of these 
research lectures is ‘‘Accounting and 
Financial Poliey.’’ The Accounting Re- 
search Committee of the Commonwealth 
Institute of Accountants should not, how- 
ever, be saddled with the entire blame for 
selecting this subject. When it was sug- 
gested to me, it seemed to offer an oppor- 
tunity of examining a kind of no-man’s- 
land in business theory and practice.’ I 
accepted the theme readily, for one could 
hardly wish for better territory to work in 
than a territory that is poorly defined and 
quite inadequately explored. 

Thé acute controversy of the past ten 
years on the accounting treatment of stock 
values and reserves and provisions for de- 
preciation has thrown into sharp relief the 
inadequacy of business theory in some of 
its most vital aspects. These inadequacies 
have become apparent principally because 
of the impact of drastic social and eco- 
nomic changes on the financial problems 
of business enterprises; and the present 
seems an opportune time to examine them, 
while their effects are still in our minds. 
An inadequate theory does not become ade- 
quate merely because the environment 

‘The discussion is, throughout, in terms of pri- 
vate business enterprises; but it is not generally 


rest ricted to corporate business, although corpor- 
ate business provides some of the illustrations. 





changes: but it does attract less attention, 
and is therefore likely to be tolerated 
longer, if the environment presents no 
critical tests of its adequacy. It will help 
to give direction to our present study if, 
at the outset, we describe some of these 
difficulties more precisely and if we sug- 
gest the need for a new method of ap- 
proach by which some of them may be 
overcome. 
Confusion as to Objectives 

One of these difficulties is the determina- 
tion of the financial objectives of business 
enterprises. It has long been customary to 
consider that the prime objectives of the 
managers of such undertakings are to 
maintain the invested capital and to earn 
a vrofit commensurate with the risks 
undertaken. This bald statement continues 
to serve, even in the technical discussions 
in accounting journals where greater pre- 
cision may be expected. But it bristles 
with inexact terms which should be defined 
more precisely before any attempt is made 
to build a body of theory, such as account- 
ing theory, upon them. What is capital? 
What is the invested capital which is to be 
maintained? What is profit? What is in- 
come? and expense ?—for these determine 
profit. What is the criterion for determin- 
ing whether or not a profit is commensur- 
ate with the risks undertaken? 
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Accounting and Financial Management—contd. 

Whenever the opportunity has arisen for 
a more precise definition of financial ob- 
jectives, other issues seem to have crowded 
out this fundamental question. The pro- 
cedure usually adopted among accountants 
anxious to elucidate the meaning of profit 
and capital is to examine first the dicta of 
eminent jurists, rather than to proceed by 
logical steps to develop pertinent concepts 
ab initio. In so far as accounting practice 
depends on decided cases for its basic con- 
cepts, it is bound to find those bases in- 
secure, unless the findings in those cases 
may all be deduced from a single unstated 
generalisation. A body of consistent theory 
and sound practice requires a more sub- 
stantial foundation than isolated legal de- 
cisions, however eminent their source; for 
legal decisions are given to suit a single 
event or chain of events—anomalous or 
unusual events, moreover—and they are 
thus a poor foundation for rules and prin- 
ciples of general application. We should 
have a consistent theory of business, of 
managerial aims and enterprise objectives 
as a basis for accounting techniques (and 
as a guide for those who make or those 
who interpret the law) if we offer those 
techniques in the service of business and 
business management. 

This is the first important question 
which the subject of ‘‘Accounting and 
Financial Policy’’ enables us to approach. 
Income, profit, capital, and similar con- 
cepts are the everyday concern not only of 
business managers, but also of account- 
ants, economists, lawyers, and governmen- 
tal policy makers. Where so many special- 
ists are concerned, the subject of their in- 
terest may appear to be undefined and con- 
fused, as each puts forward his own point 
of view. But truth is many sided; if we 
carefully examine these viewpoints we may 
find some contradictions, but we will also 
find consistencies and complementarities. 
What view we should accept as the best 
reflection of business practice or the best 
recipe for ideal business practice we may 
only determine by attempting to appraise 
the concepts of each group of specialists 
concerned with these issues. We shall not 
be able to examine the question of objec- 
tives, except incidentally, in this lecture. 
Problems of Method 

A second kind of difficulty which con- 
fronts accountants and managers is decid- 
ng upon the most effective ways of achiev- 
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ing the financial objectives, whatever they 
may be. The problem of objectives men- 
tioned above involves the external relation- 
ships of business entities, the expectations 
of owners and creditors; but the problem 
of methods is an internal one. It involves 
determining the formal relationships which 
will exist between specialising executives 
within an organisation, and it involves de- 
cisions on the techniques necessary to keep 
a watchful eye on the attainment of the 
financial objectives. 

But, as in the first group of problems, 
we will not materially advance our know- 
ledge or our capacity merely by consider- 
ing the precedents. Precedents are useful, 
even though their origin may not be as 
professionally eminent as the originators 
of legal precedents; but we need to get be- 
hind the precedents represented by estab- 
lished business organisation and practice, 
and to discover which of the basic financial 
objectives has inspired a given method or 
a given form of organisation, and which 
concepts and methods are most useful by 
reason of the assistance given to managers 
in their efforts to attain the objectives of 
their enterprises. 

The methods which business managers 
have become accustomed to using in their 
efforts to attain the financial objectives of 
their undertakings may be dichotomously 
classified. The subject of accounting em- 
braces a large group of these methods; the 
remainder are not classifiable as account- 
ing operations, nor are they widely known 
by any other unifying subject title, but 
they are known to be important in business 
operations nevertheless. Two such groups 
of concepts and methods are recognised in 
contemporary accounting theory: for ex- 
ample, A. A. and G. E. Fitzgerald make 
reference ‘‘to the effects of financial poli- 
cies on financial statements, and to the fact 
that accounting conventions and opinions 
based on financial prudence influence 
financial statements of all kinds.’’* Here, 
observe, reference is made to two distinct 
sets of concepts: accounting concepts and 
financial concepts. 

That such a distinction should now be 
made is, I believe, symptomatic of the diffi- 
culties which are, confronting thoughtful 
accountants. More are becoming aware of 
the need to relate accounting practice to 


2Form and Contents of Published Financial 
Statements, Butterworth & Co., 1948, p. 16— 
italics not in original. 
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Accounting and Financial Management—contd. 
an accounting theory based on business 
reality, instead of basing accounting prac- 
tice on a neat series of propositions, whose 
independence of reality grossly vitiates the 
end product of the accounting process. The 
subject of ‘‘Accounting and Financial 
Policy,’’ enables us to work on this second 
group of difficulties also, and this lecture 
is devoted almost entirely to the develop- 
ment of a realistic statement of the rela- 
tionship between the two groups of con- 
cepts referred to in the previous para- 
graph. 

The last purpose of this introduction is 
‘to indicate the nature of the conclusions 
reached in the sequel. It will appear that 
several of the doctrines and concepts now 
deemed to be accounting doctrines and con- 
cepts, ideally have no place in accounting 
theory or in accounting operations. It will 
be argued that accounting statements are 
not merely ‘‘affected’’ by financial policies 
and financial prudence; they are the whole 
expression of the effect of business policies, 
tacit and explicit. Following these notions, 
accounting is considered as an integral but 
subordinate part of the body of rules and 
methods developed to assist in the attain- 
ment of the financial ends of enterprises. 

It is belived that this is a most import- 
ant relationship to establish at this stage 
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. 
in the development of accounting theory. 
For: 

(1) Such a standpoint will resolve the 
conflict between the points of view of the 
accountant and the financial executive evi- 
denced by the juxtaposition of accounting 
and financial policy or prudence in recent 
discussions. 

(2) It will lead to a better understand- 
ing of several concepts which have, hither- 
to, been accepted as accounting doctrines, 
but which are, logically, beyond the boun- 
daries of a corpus of accounting rules. 

(3) It will contribute to the develop- 
ment of a system of accounting which is 
intimately concerned, not incidentally con- 
cerned, with economic realities. 

(4) It will have the effect of giving ac- 
counting a realistic organisational setting, 
an effect which will contribute materially 
to the clarification of executive relation- 
ships in buisness. 

(5) By delimiting the field of account- 
ing it will permit more effective discussion 
of accounting and related subjects. 

(6) By demonstrating the closeness of 
the relationship between accounting and 
financial management it will save account- 
ing theory from the sterility which follows 
sharp subdivision of business activities into 
independent and unrelated compartments. 


IIl—POLICY AND MANAGEMENT 


Before we proceed to the main task it 
will be desirable to indicate what we under- 
stand by policy and how accounting and 
Management are both concerned with 
financial policies. 

The Meaning of Policy 

In the growing literature on business 
management there is relatively little on 
the subject of policies and the meaning of 
““poliey.’’ The word is often quite loosely 
used not only in respect of decisions of top 
management to meet isolated problems but 
also to cover plans of operations which 
have been sanctioned by top management. 
The word ‘‘policy,’’ for our purposes, will 
be used to designate ‘‘a standard govern- 
ing present and future actions and de- 
cisions within a defined area of opera- 
tions.’’* If this meaning be accepted it 
will be apparent that neither isolated de- 
cisions nor detailed plans qualify for 


‘N. Chamberlain, The Union Challenge to Man- 
agement Control, Harper & Bros., New York, 1948. 


classification as policies; neither is suffici- 
ently broad in scope or in application. 


Policies may be laid down in order to 
economise the effort of the policy maker, 
or to be of general guidance to his subor- 
dinates. The policy maker may be the 
highest authority in an organisation or a 
relatively junior executive; the definition 
we have accepted does not confine policy 
making to top management. But at what- 
ever level policies originate they are the 
product of managerial necessity, the neces- 
sity of relieving busy executives of the 
burden of considering in detail each im- 
portant recurrent problem as it arises. 
Policies do not arise out of technical ecri- 
teria usually; unless they involve a choice 
between technical and economic ends they 
do not engage the discretion of executives. 
For example, the method of performing 
accounting operations is a matter of tech- 
nique: a proposal such as—it is the inten- 
tion of the management that the account- 
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Accounting and Financial Management—contd. 


ing system shall be fully mechanised—is 
not a policy; it is purely a matter of 
selecting one device from available record- 
ing and analysing devices, with known ad- 
vantages and disadvantages. The provision 
of funds for the purpose, however, would 
conform to some financial plan or policy. 

Financial policies are of three general 
varieties. One variety is the particular 
concern of top management. Policies re- 
lating to the financing of business opera- 
tions, the financial structure of enterprises, 
the determination of income and its dis- 
tribution, have such important bearing on 
the solvency and economic effectiveness of 
enterprises that these matters are very sel- 
dom left to the discretion of any but top 
management. We might observe two fea- 
tures of these policies. Because they deal 
with matters solely at the discretion of top 
management, only seldom are they com- 
mitted to writing. For the same reason 
they seldom become known to subordinate 
executives. Secondly, as these matters 
affect the external legal and financial re- 
lationships of enterprises, and as these re- 
lationships are in a measure influenced by 
the changing financial environment, some 
policies of this variety are more in the 
nature of isolated decisions. At least they 
are more flexible, more subject to variation 
than many other kinds of policy. 

Not only are these policies little known 
among subordinate executives in business 
enterprises: little is written about them as 
policies. One of the most comprehensive 
treatments of the financial operations of 
corporate business, Dewing’s The Finan- 
ciab Policy of Corporations,* offers no list 
of the subjects of financial policies of com- 
panies which would enable us to distin- 
guish between financial policies and finan- 
cial operations generally; nor does it give 
specific examples of the form which state- 
ments of policy on financial matters may 
take. That study is a series of inferences 
drawn from the external financial opera- 
tions and financial statements of American 
companies, and it effectively illustrates the 
claim that financial statements are the ex- 
pression of the effects of policies. This lack 
of examples is general in the literature of 
business finance; such occasional refer- 
ences to policy as occur are almost uni- 
formly uninformative. In the interest of 
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clarifying our concept of this first category 
of policies there follow some of the matters 
which may be considered to be the subject 
of top-level financial policies: 

(a) the method of financing fixed assets 

of an undertaking ; 

(b) the method of financing working 

capital ; 

(ec) the general financial structure of an 
undertaking ; 

(d) the giving of credit in any form 
(i.e. the assumption of a banker's 
function) ; 

the payment of dividends and the 
establishment of reserves. ; 

The second category of financial policies 
is mainly internal in application and effect. 
These policies are laid down by top man- 
agement with the object of focussing at- 
tention on the long run purposes of the 
entity, so that its financial resources may 
be deployed in a way that will serve for 
an indefinite period the general objectives 
of the entity. Within this group also are 
policies laid down by top mar.agement to 
guide subordinate executives on the finan- 
cial aspects of their special problems and 
responsibilities. This category includes the 
following matters: 

(a) the selection, for implementation, of 
specific projects requiring finance; 
the extent to which executives, be- 
low the chief executive may incur 
or authorise the incurring of expen- 
diture without seeking the approval 
of higher executives. 

The third category we may term quasi- 
financial policies; they are policies which 
are partly financial in purpose and effect. 
But because they are only partly financial, 
they are not thereby inconsequential or 
irrelevant to our study; they indicate, in 
fact, how extensive are the ramifications 
of financial factors in the operations of 
business. As examples of subjects falling 
within this category, the following are 
offered : 

(a) pricing policies; 

(b) wage and salary policies; 
(ec) merchandising policies 
variety of lines stocked) ; 
procurement and _ stock-level poli- 

cies. 
The list may be considerably extended. 

By way of further illustration, and be- 
cause it is unique, a recent statement of 
the objectives and elements of an aggres- 
sive (financial) policy is presented: 


(e) 


\ 


(b) 


(such as 


(d) 
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Accounting and Financial Management—contd. 
‘‘ Objectives 
1. The procurement of the maximum 
amount of new capital for improve- 
ments and for development and expan- 
sion, up to the point of the optimum 
rate of growth and so far as consistent 
with the maintenance of a sound finan- 
cial structure. 
The utilization of available capital for 
the attainment of the management’s 
long-term objectives. 
‘* Blements 
1. The definition of aggressive but realis- 
tic objectives for: 
(a) Earnings, and 
(b) Operating capital. 
A programme for the attainment and 
maintenance of a balanced financial 
structure consistent with the operating 
capital objective. 
The definition of a common dividend 
objective. 
Continuing procedures for the selective 
allocation of available funds.’’ ® 
If we accept Chamberlain’s definition of 
policy and if we admit that financial poli- 
cies include the matters mentioned in the 
last four paragraphs, we must admit that 
the relationship between accounting and 
financial policy is quite intimate. It is 
much more than a casual relationship; 
fixed assets, working capital, - financial 
structure, credit, dividends, long-term 
obligations, are all matters that account- 
ants discuss and keep records about. Ac- 
counting thus assumes some of the import- 
ance of financial policies: if financial poli- 
cies: are designed to promote important 
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ends, then accounting must share in the 
importance of those policies. ‘*‘ Accounting 
has to do largely with the financial policies 
of business, and policies of sales, produc- 
tion, labour, and other management prob- 
lems are important elements in the success 
or failure of a business enterprise.’’ ® 

But, although the relationship between 
accounting and financial policy may be 
close, it is not direct. Financial policies do 
not arise, Phoenix-like, from the records of 
past events. Some personal agency is inter- 
posed. Somebody or some group of persons 
determines policy ; to describe conveniently 
this person or group (and also, very often, 
to describe what this person or group does) 
we use the term financial management.’ 
Now, I find it impossible, in the present 
state of accounting theory, to proceed to 
examine the subject ‘‘Accounting and 
Financial Policy’’ without at first examin- 
ing the two concepts, accounting and finan- 
cial management, at greater length. 

For, firstly, I am unable to accept as a 
basis without modification the present con- 
cept of accounting and its functions. And, 
secondly, although there is an obvious diff- 
erence between accounting and financial 
policy, the difference between and the re- 
lationship between accounting and finan- 
cial management have not been formally 
demonstrated. My procedure will be to ex- 
amine some aspects of contemporary ac- 
counting and of modern accounting theory 
which appear to need revision or excision ; 
then, to present a view of financial man- 
agement as a subject; and, finally, to at- 
tempt to establish their logical relation- 
ship. 


III.— ACCOUNTING AS A SUBJECT 


A most important task of the philosophy 
of any subject is the laying down, and ex- 
planation, of the relationships between 
that subject and other subjects to which 
it is conceptually contiguous. Not only 
does it seem to be a most important task; 
it is, ideally, the first task, for a subject 
ean hardly be discussed logically or rigor- 
ously unless its boundaries are known. But, 
typically, that is not the way in which a 
body of theory grows, however desirable 
it might be. Practical solutions to pressing 
problems are more important in the origins 
of any technical subject of study, and in 


7D. RK Anderson, Practical Controllership, 
Irwin, 1947, p. 459. 


the infancy of the subject much more at- 
tention seems to be given to developing 
methods than to developing a theoretical 
justification for those methods. For an ex- 
ample we have not to go far from our 
present subject. Economies is an excellent 
case in point; there was a vast literature 
on economic ssubjects before serious at- 
tempts were made to appraise the content 


®°G. R. Byrne, ‘‘To What Extent can the Prac- 
tice of Accounting be Reduced to Rules and Stan- 


dards?’’, Journal of Accountancy, Nov., 1937, 
p. 371. 

7 The disadvantage of using one term to describe 
two such different phenomena is recognised, but 
it is not expected to give rise to any confusion in 


the following analysis. 
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Accounting and Financial Management—contd. 
of the body of economic theory, and during 
the infancy of economics many of the real 
issues with which the subject purported 
to grapple were so readily and so widely 
considered to be exceptions that the slow- 
ness with which unrealistic assumptions 
were abandoned does not now cause us sur- 
prise. 

The development of accounting theory 
is no doubt going through the same pro- 
cesses. We are passing out of the stage 
where practicalism reigned supreme. 
Neither accounting theory nor accountants 
have passed entirely beyond that stage; 
the rate of progression appears sometimes 
to be annoyingly slow; but we are passing 
to a stage where the reasons for our ac- 
tions, for our practical devices and tech- 
niques, are assuming some importance. 
With the gradual appraisal of our reasons 
will come inevitably some disillusionment, 
but out of it will arise a stronger and a 
more versatile body of theory; a theory 
that is more realistic, more logical, and 
more resilient than our present notions. 
That ‘‘the rules of accounting, even more 
than those of law, are the product of ex- 
perien¢e rather than of logic’’ ® is no cause 
for satisfaction or complacence. Only in- 
sofar as experiences are reduced to a 
logical pattern of widely applicable gen- 
eralisations do they become useful bases 
for future action. 

As we move in that direction then, it 
seems to be a first task of theorists to des- 
eribe-the subject of accounting, its rela- 
tionships with other subjects, and its fune- 
tion in that aspect of the life of the com- 
munity to which it is relevant. The reason 
should be obvious; it lies in the need for 
a basic rationale, a body of fundamental 
postulates against which the propositions 
and developments of the theory may be 
tested. Only in this way may accountants 
be sure that their subject is not based on 
pretentious nonsense and humbug. 

Accounting theory is very closely related 
to a number of other fields of study and 
inquiry. It is related to jurisprudence ; for 
the legal characteristics of different kinds 
of accounting entities oblige accountants 
(when acting as accountants) to assume 
quite different obligations. It is related to 
business management; because the conduct 
of business enterprises necessitates speci- 





*G. O. May, Financial Accounting, 1943, p. vii. 
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alisation in the practice of accounting, and 
because accounting is used much more 
widely in the process of business manage- 
ment than in the conduct of most other 
types of group activity. It is related to 
economics ; for, though its methods may be 
different, for the most part it uses similar 
symbols and deals with transactions the 
same as or similar to those which are the 
concern of economics and economists. It 
is related to government and to statistics 
and to logic and to mathematics in certain 
ways and by certain ties. 

Some of these relationships are seldom 
disputed. But there are enough disputed 
areas to cause the greatest confusion if we 
are lax in argument or careless in defini- 
tion ; and with respect, it is submitted that 
accountants have been both lax in arguv- 
ment and careless in definition. That this 
is so should be apparent from the sequel, 
but a simple example of laxity in argu- 
ment may be interpolated here. 

The proposition that an argument or 
proceeding may be tested only by refer- 
ence to its fundamental propositions, and 
not by reference to other propositions, will 
be assumed. Now, if it is desired to test 
the proposition that depreciation provis- 
ions should be permitted to influence the 
figures in published balance sheets to the 
extent of the Taxation Commissioner’s 
rates, reference must be made, not to the 
problems of the Taxation Commissioner or 
the Federal Treasurer, but to the purposes 
for which the balance sheets of enterprises 
are prepared and published. It 
however, that the practice of using the 
rates in the official schedule in deriving 
published statements is widespread and 
growing. In other words, accounting prac- 
tice is being influenced by considerations 
not only beyond the field of accounting 
but also beyond the managerial purposes 
which are served by financial statements. 
This might not be recognised as an import- 
ant defection in practice: but however ex- 
pedient it may be it is quite indefensible 
logically. It is the kind of irrationality 
upon which much accounting is based. 

But let us return to the ‘‘disputed 
areas’’ referred to previously. Why, it 
may be asked, is the definition of these 
areas so important? Why not accept the 
fact that there are specialists in, for ex- 
ample, economics, management, and ac- 
counting, and leave it at that? What im- 


seems, 





September, 1950 


Accounting and Financial Management—contd. 


poses the necessity for determining pri- 
ority as between these closely-related 
fields ? 

The need arises, firstly, from the. prob- 
lems of business organisation. The estab- 
lishment of a complex organisation for the 
carrying out of prescribed purposes 
necessitates clear definition of the activities 
of the persons or groups of persons who 
will make up the organisation; it also 
necessitates a clear statement of the rela- 
tionships which should exist between such 
persons and groups of persons. In design- 
ing an organisation structure there will be 
specified a series of positions ranging from 
those which are concerned with minor mat- 
ters, involving very little discretion on the 
part of their incumbents, to the top execu- 
tive position which involves a very wide 
area of discretion; and in this series, no 
position or group of activities may be 
ranked higher than another group of ac- 
tivities which involves a wider area of dis- 
cretion in the same general field of activi- 
ties. The determination of the areas of 
discretion appropriate to accounting, 
financial management, and 
generally is, then, an important practical 
purpose to be served by a study of the 
differences of viewpoint expressed by 
specialists in these and other related sub- 
jects. 

The need arises, secondly, from the de- 
sire to have a system of postulates and 
propositions which will explain the widest 
range of phenomena in the field of busi- 
ness. Such a system may be expected to 
integrate, to give meaning to, and to give 
direction to, the many specialised opera- 
tions related to business management. The 
process of establishing rules for manage- 
ment and for accounting would thus be re- 
lated to the whole function of business, 
and would not be carried on with scarcely 
any ecross-reierence between related speci- 
alties. This, I believe, is the only way in 
which accounting may become more scien- 
tific and less pragmatic, for this approach 
is a scientific approach, based on accepted 
scientific method. In an endeavour to es- 
tablish generalisations which embrace pro- 
gressively greater numbers of observed 
phenomena there are several general 
canons which may be used as guides. We 
need not discuss them at length; three of 
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the most important will be given, any one 
of which may serve to check the state of 
accounting theory, so that some indication 
of the distance we have yet to travel may 
be obtained. These three are: 

(1) That generalisation is preferred 
which is simplest, or which involves the 
fewest assumptions. 

(2) That generalisation is preferred 
which explains the greatest number of the 
facts it is intended to explain. 

(3) A generalisation should be intern- 
ally consistent. 

What is here said of generalisations 
may also be said of systems of generalisa- 
tions and of codes of rules. 

Now, what is the character of our best 
generalisations? It is, to say the least, quite 
unflattering of the efforts of our pro- 
fession to establish a claim to scientific 
status for the study of accounting. 

Among such framework of theory as 
exists we have a number of doctrines; if we 
accept Gilman’s survey,? which we may 
do for the purposes of illustration, they 
are the doctrines of conservatism, consis- 
tency, disclosure, and materiality. There 
are also a number of conventions, which, 
again following Gilman, include the entity 
convention, the valuation convention, the 
accounting period convention, and the 
going concern convention. If these gen- 
eralisations are to be adopted as a system- 
atic description of accounting operations, 
it may be expected of the system that it 
demonstrates internal consistency and that 
it demonstrates economy of generalisa- 
tions. What have we, in fact? 

‘Conservatism often conflicts with the 
convention of the ‘going concern’... . 
Conservatism may also conflict with the 
doctrine of disclosure. Conservatism 
is opposed to consistency. . . . Conservatism 
also conflicts with that desirable but often 
unattainable accounting ideal of matching 
costs with income.’’ !® 

*‘The doctrine of disclosure tends to 
overlap the doctrine of conservatism.’’ 

‘“‘The monetary unit is generally as- 
sumed to be substantially constant in 
of Profit, 


*S. Gilman, Accounting Concepts 


Ronald, New York, 1939. 

’ Gilman, op. cit., p. 235. Italics in this and fol- 
lowing quotations not in original. 

" Yorston, Smyth & Brown, Advanced Account- 
ing, p. 9. 
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value, but at times this assumption of 
stability has to be abandoned, with the re- 
sult that accounting conventions have to be 
modified.’’ 1” 

It must amaze people of philosophical, or 
even critical, tendencies to find in a field 
of study, the practice of which pretends 
to be so precise, conflicts, oppositions, 
overlappings, and modifications of the kind 
instanced here. What is perhaps most 
noticeable in the first extract is that ‘‘con- 
servatism’’ appears to be the nigger in the 
woodpile. That this doctrine should have 
been assailed and deposed as a doctrine of 
accounting may well have been expected, 
in view of the damage it does to the system 
represented by the above conventions and 
doctrines. But it still retains its place in 
accounting theory; it has even been ac- 
corded quite an exalted place. 

‘“‘The most important accounting doc- 
trine in effect on accounting statements is 
the doctrine of conservatism, viz. that 


statements should be prepared in such a 
way as not to overstate profits or financial 
strength, nor to understate losses. It is 


motivated’ by the business maxim of pru-. 


dence, of being always ‘on the safe side’, 
and can be defended from the standpoint 
of the owner or the ecreditor.’’ * 

3ut we digress. To conservatism we 
shall return at a later point in our analy- 
sis. 

It would be most helpful if we could 
develop a body of theory and a code for 
practice which would make a unity of the 
present divided field of business theory. 
We need a revolutionary theory, perhaps, 
something as distinet in its field as the 
theories of, say, Copernicus, or Einstein, 
or Freud, or Keynes were in their fields. 
And I think we may expect some time to 
have such a theory, for both economics 
and accounting are concerned in a major 
sense with one common subject—the busi- 
ness enterprise. Meanwhile there are areas 
in which the economist and the account- 
ant question the validity of each other’s 
approach, in which the business manager 
and the accountant carinot always see eye 
to eye, and in which the economist and the 


2G. O. May, Financial Accounting, Macmillan, 
New York, 1943, p. 7. 

% A, A. Fitzgerald, Analysis and Interpretation 
of Financial and Operating Statements, Butter- 
worth, 1947, p. 25. 
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manager are obviously arguing at cross 
purposes—the existence of these areas is 
clear evidence of contending theories about 
business behaviour, and because these 
theories are quite effective in their own 
limited areas it is unlikely that they will 
be supplanted by anything less compelling 
than a universal system which serves the 
several viewpoints of economist, account- 
ant, and manager equally effectively. The 
present study does not attempt a complete 
rationalisation of the subject: but one of 
its purposes is to attempt to clarify some 
of the concepts used in these poorly-defined 
areas: this is its contribution to a general 
theory. 


The “Independence” of Accounting 


Now, it seems to me that many account- 
ants are deliberately fostering the parti- 
tion of accounting from other related sub- 
jects; their arguments frequently betray 
an intransigeance which seems to imply 
that accounting is an independent discip- 
line or set of operations, having principles 
(or, as some prefer, standards) which it 
may more or less impose on business mana- 
gers. The infrequency with which some 
writers on accounting make reference to 


_business management or business policy 


and the blithe indifference they show to- 
wards the needs of managers can only be 
construed as supporting this idea of the 
independence of accounting. 

It is chastening when one is confronted 
with this kind of notion to go back to the 
realm of mathematics, of which accounting 
is a descendent; it may be said, with some 
reflection on the practical significance of 
accounting statements, that the two are 
not many generations removed. May I 
quote Lord Russell on mathematics? 

‘Pure mathematics consists entirely of 
assertions to the effect that if such and 
such a proposition is true of anything, 
then such and such another proposition is 
true of that thing. It is essential not to 
discuss whether the first proposition is 
really true and not to mention what the 
‘anything’ is of which it is supposed to 
be true. .. . Thus mathematics may be de- 
fined as the subject in which we never 
know what we are talking about, nor 
whether what we are saying is true.’’ '* 





* Quoted from Bertrand Russell, Mysticism and 
Logic, by E. P. Northrop in Riddles in Mathe- 
matics, E.U.P., 1945, p. 4. 
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Doesn’t this precisely describe the de- 
gree of abstraction of accounting records, 
under contemporary rules and conven- 
tions? Do we not constantly carry out ac- 
counting operations in which it is vital 
‘‘not to discuss whether the first proposi- 
tion is really true’’? For example, do we 
not habitually add apd subtract money 
sums in accounting processes which repre- 
sent quite different things; these are opera- 
tions which would be impossible were it 
not for the high degree of abstraction (un- 
reality) which is permitted in accounting. 


And here’s the rub! When ‘‘pure’’ 
mathematics begins to be applied it be- 
comes essential that the numerical symbols 
have identical significance—‘‘If measures 
are to be merged, the unit of measure must 
have a_ sensibly common significance 
throughout the measuring.’’’* But when 
accounting operations begin, that is pre- 
cisely when the numerical symbols are re- 
quired to pretend they have identical sig- 
nificance, though in fact they have not. 
One hesitates to say of accounting that it 
is ‘‘the subject in which we never know 
what we are talking about, nor whether 
what we are saying is true’’; but many 
who have followed the price level con- 
troversy might feel like heartily endorsing 
the sentiment. 

This abstractness was lampooned by 
Sweeney; but much earlier than that it 
was observed by A. S. Dewing: 

‘*Aceountancy is, like all mathematical 
sciences which assume a correspondence be- 
tween number and material things, essen- 
tially abstract. It chooses to neglect all as- 
pects and qualities of the material things 
with which it deals, except the mere cor- 
respondence to money value. In the same 
way, the science of celestial mechanics 
neglects every quality of its objects except 
forces of attraction exerted at physical 
points.’’ 16 

Dewing was writing, of course, before 
the experience of drastic inflation impelled 
Sweeney and his contemporaries to con- 
sider ways of overcoming the ineffectual 
abstractness of conventional accounting. 


*J. B. Canning, The Economics of Accounting, 
Ronald, 1929, p. 199. 

* The Financial Policy of Corporations, Ronald, 
1920, Vol. III, p. 4. 
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But to-day, after a thirty years’ period in 
which accounting literature has grown as 
never before, accounting practice is still 
fundamentally the same. The comment of 
Canning still rings true: 

‘*Many economists are grieved to find 
that the balance sheet valuations of ac- 
countants are of mongrel origin (from the 
economist’s point of view). They find that 
cash has been counted (a present valua- 
tion); that accounts, bills and notes re- 
ceivable have been valued at the number 
of dollars expected to come in (a future 
valuation) ; that interim receivable interest 
accruals are valued separately from the 
principals to which they attach (an earn- 
ing); that inventories are valued at cost 
or market (a purely arbitrary index) ; 
that items like organisation expense, pur- 
chased goodwill, etc., having no attributes 
in common with the assets grouped with 
them, are included (valuation account bal- 
ances) ; that fixed assets are valued at an 
approximation to the cost of the future 
services expected to become available pro- 
vided that cost does not exceed cost of 
available substitute services (a division of 
costs into past and future charges). They 
find, moreover, that these diverse valua- 
tions of diverse things are added to find an 
asset total that, dollar for dollar, cannot 
possibly have a common significance.’’ 17 


There will, of course, always be ‘‘diver- 
sity of things’’ about which records are 
made; but it may have been expected that 
something would be done about the diver- 
sity of valuations and the diversity of 
practices in areas where uniformity is obvi- 
ously advantageous to those using account- 
ing statements. It appears, however, that 
the old practices and old concepts will die 
hard. Here we are in the midst of a period 
of violently changing conditions, having 
emerged from a period in which economic 
conditions have been changing at an even 
more violent rate; it is clearly a testing 
time for accounting theories and concepts, 
a time of extremes, an ideal laboratory for 
examining the effect of different ideas, a 
laboratory the equal of which has never 
yet been available to accounting theorists. 
It has*‘undeniably set them thinking, and 
thinking in rather different ways from 
those of traditional accounting, but in only 


Op. cit., p. 319. 
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few cases has the divergence been suffici- 
ent to signify a major re-appraisal of ac- 
counting. 

There has been a marked reluctance to 
assume the obligations which such an op- 
portunity imposes. Many of us have taken 
the stand that these conditions are only 
temporary departures from a normal state 
of affairs to which we shall soon return, 
and that therefore our techniques need no 
augmentation or alteration. This inertia 
even takes the form of assertions that sta- 
bility in accounting method through such 
periods of change contributes to the stabil- 
ising of business operations and economic 
activity generally.'* But to assume there 
is such a thing as normality is to err. 
Normality may be a convenient conceptual 
fiction; it can be little else. Conditions 
may have been less erratic in the nine- 
teenth century, when modern accounting 
methods received general recognition and 
formulation: but those conditions are use- 
less as norms in the middle of the twentieth 
century. With Littleton we must agree: 

‘‘It is no fault of nineteenth century 
theories, that they do not fully meet twen- 
tieth century needs; a better criticism 
would be that twentieth century needs are 
so poorly comprehended that we still try 
to make nineteenth century notions 
suffice.’’ 19 

And as for the notion that traditional 
accounting contributes to economic stabili- 
ty, it is not difficult to demonstrate that 
‘‘eonservative’’ accounting has quite the 
opposite effect, depressing profits in 
periods of recession and exaggerating them 
in periods of recovery. 

The wish to stand off from the hurly- 
burly of economic change implies the abdi- 
eation of responsibility: it leads to what 
one may call Accounting in Wonderland. 
It is my contention, however, that we may 
not, if we value professional integrity, 
lightly put off the objections which have 
Cf. F. Sewell Bray, Precision and Design in 
Accounting, p. 23: ‘Accountants have been re- 
proached for their conservatism but insofar as 
such conservatism has sought to safeguard the 
long term financial stability of business enterprise 
it has been itself a factor making for economic 
wellbeing.’’ One wonders to what extent this is 
an a posteriori rationalisation. 

” A.C. Littleton, Accounting Evolution to 1900, 
p. 217. 
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been raised to traditional methods; ac- 
counting cannot be independent of busi- 
ness reality, no matter how convenient it 
may be to draw accounts which yield in- 
formation irrelevant to business purposes. 
The relevance of the accounting function 
to business purposes we shall develop at 
length in the succeeding sections. 


Accounting and Management 

The last twenty years have seen the 
growth of a much livelier interest in the 
formal study of management and manage- 
ment processes than had been evident be- 
fore that time. This new body of ideas, as 
in the origins of economic theory and ac- 
counting theory, was, and still is, poorly 
defined ; and like many new subjects, it is 
attracting much attention, by reason of its 
novelty, from technologists of all kinds. 
Among these technologists there appear to 
be some accountants who have been infec- 
ted by the virus”’; both local and overseas 
writers appear to want to dignify one or 
another accounting specialty with the epi- 
thets ‘‘management’’ and ‘‘managerial.”’ 
Unless the relationship between manage- 
ment and accounting is clearly understood, 
such a step will only result in further con- 
fusing the already confused and fuzzy 
theory of accounting. It savours of an at- 
tempt by accountants to dominate non- 
accounting operations by making rules and 
setting accounting standards which convey 
the impression of technical imperialism. 
But it is the part of wisdom for the ac- 
countant to stick to his last—or should I 
say to his ledger—even if it were not at 
the same time of great practical value in 
the management of business. To demon- 
strate this it will be necessary to consider 
the scope of the responsibilities of manage- 
ment and of accountants. 


Now, unfortunately, although much has 
been written round the subject or around 
some aspects of management, there is as 
yet far too little that is analytical in the 
literature; and until the analytical ap- 
proach supersedes the descriptive, manage- 
ment literature is likely to remain a con- 
fusion of tongues. It is suggested, however, 


The word ‘‘virus’’ is used with intent, for 
the awakening of interest in management theory 
seems to have induced a kind of pathological con- 
dition which militates against the maintenance of 
scientific neutrality in our thinking. 


(Continued on page 343) 
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that management may be tentatively con- 
sidered to comprise three groups of ac- 
tivity : firstly, deciding on courses of action 
to be pursued; secondly, providing the 
means by which they may be pursued or 
executed: and thirdly, reviewing their 
execution. This is the bare minimum. It 
presupposes, of course, that in practice 
managers are obliged to attain certain 
goals and that these groups of activity are 
conditioned by those goals or objectives; 
but for the moment these goals will be 
taken for granted. The liberty will be 
taken, too, for the moment, of using the 
words ‘‘manager’’ and ‘‘management’’ to 
refer principally to top management, and 
of using ‘‘accountant”’ to refer principally 
to the chief accountant. 

If managerial duties are envisaged as de- 
eiding on, facilitating, and reviewing op- 
erations, it is clear that managers assume 
the responsibility for the end result of 
these operations. The responsibility for 
this may be located at no other point, or 
assumed by no other group than top man- 
agement. This is so whether the top mana- 
gers are efficient or not; whether their 
methods are adequate, up to date, and rele- 
vant to the purposes they purport to serve, 
or just the reverse. Assumption of respon- 
sibility for the end product implies as- 
sumption at the same time of responsibility 
for the methods, intermediate steps, and 
devices used in producing the end product. 
In particular it implies responsibility for 
the forms of communication, of recording 
and reporting, of accounting that are em- 
ployed, even though, as an eminent execu- 
tive has recently opined, ‘‘Most business 
men do not know the kinds of information 
they ought to have to manage effectively.’’ 
The sense in which this responsibility is 
imputed to management is that in the 
managers resides the final power of de- 
cision on matters of technique; that only 
methods which they judge to serve their 
purposes will be tolerated. The enterprise 
is conducted at their direction and, sub- 
ject only to law, to their externally-deter- 
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mined goals, and to the will of those they 
represent, their discretion is absolute and 
unchallengeable. 

None of these things can be said about 
the accountant in enterprise, however. Let 
us consider the position of the accountant, 
as accountant, leaving aside the diversity 
of posts which may be filled and functions 
which may be served by particular ac- 
countants in specific circumstances. The 
accountant in business is the servant of 
the management. He is engaged by the 
management to aid in the processes of 
managing, by specialising in the provision 
of certain kinds of information. His salary 
is at the disposal of the management. His 
authority, his duties and responsibilities 
are determined by the management. He 
may be dismissed at the pleasure of the 
management. This means that, vocation- 
ally, he owes duties to no other party, 
neither to creditors nor to investors nor to 
prospective investors. No creditor or in- 
vestor may take proceedings against him 
if the statements eventually issued by his 
management as financial statements are 
grossly misleading. He is charged with no 
legal obligation to protect the interests of 
any group related to the enterprise or any 
person or persons at large in the commun- 
ity. If an accountant chooses to try to per- 
suade his management to do certain things 
(e.g. issue better financial statements) in 
the interests of outside parties, he may be 
giving expression to what he feels to be a 
professional obligation, but he is under no 
legal duty to do such things. Such influ- 
ence as he has is persuasive, not authorita- 
tive. 

Furthermore, what is said here of an 
accountant employed by a business firm ap- 
plies with equal force where an account- 
ant in public practice is engaged, as an 
accountant, by a firm which has no need 
for the full-time services of an accountant. 
Taking the whole case, then, it must be 
obvious that what accountants do as ac- 
countants is in the interests of and for the 
purposes of managers or ‘‘that vague body 
known as the management.’’ 


IV.—_ACCOUNTING AND FINANCIAL MANAGEMENT 


The responsibilities of top management 
and of accountants are thus quite distinct; 
they are owed to quite different groups of 
people. To proceed with our analysis we 








shall have to move to a lower level in the 
business heirarchy, where functions sub- 
sidiary to general management are _ per- 
formed; we shall abandon the restricted 
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use of ‘‘management’’ which we adopted 
for the previous section and consider man- 
agement as it may be applied to one fune- 
tional sector of business operations. We 
want to discuss the relationship between 
accounting and financial management be- 
cause this relationship lies at the root of 
some of the confusion in contemporary 
thought. 

Financial management is a unifying 
concept which is relatively new in the 
theory of management. Production man- 
agement and sales management we know; 
like the poor, they are always with us. But 
though much has been written about the 
external financial operations of business 
enterprises, little has been done to reduce 
internal financial operations to system or 
to establish the relationship between both 
internal and external types of operation. 
The notion is so new that very few Aus- 
tralian enterprises include in their organi- 
sation structure a financial executive 
(other than the accountant); so new that 
an English writer, after quoting the fol- 
lowing opinion (1947) of the American In- 
stitute of Accountants: ‘‘ Any basic change 
in the accounting treatment of deprecia- 
tion should await further study of the 
nature and concept of business income. 
The immediate problem can and should be 
met by financial management,’’ was moved 
to comment: ‘‘The term ‘financial manage- 
ment’ is not very explicit, but, in round 
terms, it would seem that the Committee 
of the American Institute solved the prob- 
lem to their own satisfaction (with the ex- 
ception of four dissenting members includ- 
ing the Chairman) by placing the respon- 
sibility for dealing with it squarely on the 
shoulders of some other body. This is 
scarcely a courageous decision and leaves 
unsolved the question of the relationship 
between the accountant and financial man- 
agement who, on the face of it, would in 
industry appear to be closely related.’’ 

Several notions are necessary for a study 
of this relationship. Firstly, financial 
management involves the same kind of 
operations as management generally, but 
they are applied to a restricted field of 
business. There occur, for example, prob- 


“FE. H. Davison, ‘‘ Accounting for Survival,’’ 
Industry, February, 1949. 
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lems of deciding on, facilitating, and re- 
viewing financial operations and financial 
aspects of general operations. There are 
specific financial objectives, just as gen- 
eral management is concerned with the 
orientation of the whole of operations to 
the general objectives of an enterprise. 
There are certain discretionary areas in 
which the financial executive may operate 
for the purpose of maintaining the sol- 
vency and economic effectiveness of the en- 
terprise. 

Secondly, to be more specific, financial 
management includes the establishment of 
financial policies, the long-run financial 
plans of an undertaking. It seems par- 


‘ticularly important to observe this: if there 


are financial plans or decisions to be made 
or policies to be laid down, that is a fune- 
tion of financial management; if there are 
adjustments to be made in financial rela- 
tionships, if there are steps to be taken 
to ensure a ready flow of funds to an 
undertaking, if there are measures to be 
taken to ensure the protection of the finan- 
cial interests of those who supply funds— 
these things are the function of financial 
management; they form part of the group 
of activities which the term ‘‘financial 
management’’ is used to describe, no mat- 
ter who, in a particular undertaking, 
carries them out. 


Thirdly, we may include in this idea of 
financial management the maintenance of 
the financial integrity of an undertaking, 
of preventing its existence being imperilled 
by reason of financial inadequacy or folly. 
Note here, however, the whole burden of 
preserving an undertaking from liquida- 
tion is not imposed on financial manage- 
ment. There are other resources needed by 
firms the lack of which may force their 
liquidation, and there is the question of 
demand for the services they render, the 
lack of which may also force liquidation. 
Financial management is concerned with 
financial considerations, both internal and 
external, only. 


If the terms used above in describing 
financial management be perused, many 
things will be found which are fairly com- 
monly found also in the literature of ac- 
counting. Works in which references to 
these matters occur should be read with 
discrimination, for it is relatively easy for 
the impression to be gained from them 
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Accounting and Financial Management—contd. 
that accounting is the very process by 
which these functions are carried out. A 
few examples may be given to illustrate 
the ease with which one may confuse mat- 
ters of record with matters of judgment. 

The first example is from depreciation 
accounting. There is no point in citing 
any particular writer here, for it is almost 
universal practice to approve some sys- 
tematic procedure for making the pro- 
vision for depreciation, such as the straight 
line method. The method may be a con- 
venient way of ensuring that some record 
is made of the fact that depreciation is 
occurring; but it may readily lead one to 
believe, or to accept without argument, 
that the formal calculation expresses a 
reality—a reality the measurement of 
which, however, entails judgment of a high 
order rather than obedience (of a high 
order, maybe) to a formal accounting rule. 

Financial statement analysis provides 
the second example. The subject is fre- 
quently treated so formally that one may 
easily fall a prey to the idea that manipu- 
lation of financial statement figures has 
supplanted judgment in the arrangement 
of the financial affairs of business entities. 
This view is implied in Foulke’s phrase 
‘‘the growing importance of Arabic figures 
in the business world,’’*? and seems to 
underlie attempts to justify the use of 
typical industry ratios in the financial 
management of enterprises. 

There are other examples; not a little of 
the work on cost control overemphasises 
the accounting formality and neglects the 
fact that the controlling of costs is a mat- 
ter of the judgment of many executives not 
closely related to accounting of financial 
matters; the assumption that prices are 
based on any cost-plus system overlooks 
the judgment implicit in intelligent price 
determination. These four examples are 
sufficient to demonstrate that the functions 
of recording and of judgment bear on pre- 
cisely the same business issues, and that 
great care is necessary in deciding where 
the one ceases to operate and the other 
begins. Furthermore, as formal represen- 
tations of business facts are so much easier 
to handle than the unabstracted realities, 


“RR. A. Foulke, Practical Financial Statement 
1 sa McGraw Hill Book Co., New York, 1945, 
k ae 
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it is no wonder that the formal aspects of 
such matters as depreciation accounting 
and policy, credit-giving, cost control, and 
price determination frequently appear to 
have impressed accountants as the aspects 
of dominating importance. All this boils 
down to the proposition that financial man- 
agement has been generally ignored by de- 
countants. 


Two Tentative Definitions 


In order that comparisons may be made, 
however, it will be necessary to offer 
rather more definite descriptions of finan- 
cial management and accounting than may 
be conveyed by the above general com- 
ments. These descriptions are not ten- 
dered, however, as the last word in defin- 
ing either subject; they are offered for the 
clarity their understanding will impart to 
the subsequent discussion. One of the 
errors to be avoided is describing account- 
ing in more grandiose terms than is neces- 
sary: the definition of the American In- 
stitute of Accountants Committee on Ter- 
minology is the least pretentious in this re- 
gard. Accounting is defined as: ‘‘The art 
of recording, classifying, and summarising 
in a significant manner and in terms of 
money, transactions, and events which are, 
in part at least, of a financial character, 
and interpreting the results thereof.’’ ** 

‘‘Interpretation’’ is included in almost 
all modern definitions, but until the im- 
plications of interpretation are fully dis- 
cussed (as they have not been hitherto) 
judgment on this issue may be reserved. 
The above definition, which makes ref- 
erence to the doubtful function of inter- 
pretation, will be “accepted, however, for 
the sake of argument. 

Of financial management there are far 
fewer definitions than there are of account- 
ing. In 1945, when a course in financial 
management was first offered at the Syd- 
ney Technical College, an extensive study 
of the literature failed to unearth any com- 
prehensive definition and we were obliged 
to define it, for our purposes, in terms of 
the field covered in the literature and the 
group of activities dealing with financial 
operations in the practice of business man- 
agement. That definition is in roughly 
the following terms: 


* Report of the Committee, May, 1941, Account- 
ing Research Bulletin No, 9. 
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Accounting and Financial Management—contd. 


Financial management comprises the 
planning, organising, directing, and con- 
trolling of all activities relating to the ac- 
quisition and application of the financial 
resources of a business entity; its purposes 
are the maintenance of such a financial 
position and of such relationships with: ex- 
ternal parties as will be conducive to the 
economical supply, when necessary, of 


We may now consider at length the re- 
lationships which could possibly exist be- 
tween accounting and financial manage- 
ment and, by a process of elimination, at- 
tempt to resolve the confusion which ap- 
pears to exist both in theory and practice. 

There are six possibilities : 

(i) that accounting and financial man- 
agement are identical fields (i.e. 
A =B;; see diagram) ; 

(ii) that accounting and financial man- 
agement are cognate fields, both 
being of equal rank and of equal 
significance in the management of 
enterprises (i.e. A is neither super- 
ior nor inferior to B) ; 

(iii) that accounting is the senior field, 


V.—POSSIBLE RELATIONSHIPS BETWEEN ACCOUNTING 
AND FINANCIAL MANAGEMENT 
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finance from external sources for the gen- 
eral purposes of the entity. 

Neither criticism of nor comment on this 
concept has come to our notice since it was 
published in 1947. It is adopted for the 
purposes of this demonstration, however, 
not on that ground, but because it describes 
reasonably fully a group of activities 
which are of vital interest to management 
and which are concerned almost solely with 
financial matters. 





dictating, on the basis of its own 
rules, the aims and processes of 
financial management (i.e. A_ is 
superior to B) ; 

(iv) that accounting is the subordinate 
field, its operations being based on 
and determined by financial man- 
agement (i.e. B is superior to A); 

(v) that accounting is the wider field, 
and that part of accounting is finan- 
cial management (i.e. A includes 
B); and 

(vi) that financial management is the 
wider field, part of it being account- 
ing (i.e. B includes A). 

The cases may be represented diagram- 

matically as follows: 


(iit) 
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They will be dealt with seriatim. 
(i) In spite of Davison’s suggestion 
that in industry accounting and financial 
management are closely related, it is sel- 
dom seriously contended that the two are 
identical. Yet there are a number of busi- 
ness practices which are considered to de- 
rive their rationale from accounting rea- 
soning, but which are in fact reasoning 
about financial management; and to that 
extent it may often appear as though 





writers assume tacitly that the two subjects 
cover identical ground. Consider, for ex- 
ample, the following: 

‘‘Apportionments [of income and ex- 
penditure}| are based on certain well estab- 
lished rules, conventions, and doctrines of 
accounting, in the formulation of which 
conservatism . has been the over-riding 
consideration. In some eases, in the inter- 
ests of financial prudence, the application 
to known facts of conservative accounting 
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Accounting and Financial Management—contd. 


conventions may be carried to more ex- 
treme lengths than in others. For these 
reasons, profit and loss statements and 
balance sheets are conditioned both by ac- 
counting convention and by opinion and 
financial policy; the ‘profit’ disclosed by 
a profit and loss statement must be inter- 
preted in the light of accounting concepts 
of profit, and must be regarded as an ex- 
pression of opinions which have been 
formed with special care for financial 
prudence. ...’’ *4 

Although the same source was quoted 
earlier for an example of the recognition 
of the two influences, a@counting rules and 
financial policy, on the form of financial 
statements, this passage appears to mingle 
the two, as if they were identical in pur- 
pose and effect. Promiscuity is diagnosed 
here because the passage is not a state- 
ment ‘‘for the purpose of argument’’ but 
part of the general development of a case. 
Observe how the last sentence states two 
criteria for interpreting disclosed profit 
as if the two criteria could not be in con- 
flict, i.e. as if the two criteria were derived 
from the one body of consistent proposi- 
tions. Although there is no outright state- 
ment that the two fields are identical, iden- 
tity may readily be inferred, particularly 
by inexperienced students learning the 
theory of accounting. Great care should 
be taken to avoid this kind of confusion 
arising in the elementary theory of the 
subject. 

A second example is taken from the 
theory of management. T. G. Rose, whose 
work on techniques of managerial control 
is usually refreshingly informative, de- 
scribes seven different ‘‘management func- 
tions’’*5:; ‘*Production, Distribution, De- 
velopment, Aceounts and Finance, Legal 
and Secretarial, Personnel and Industrial 
Relations, and General Management.’’ 
This list may be expected either to convey 
the impression that ‘‘Accounts and 


— ;: ieee eked 

“A, A. and G. E. Fitzgerald, op. cit., page 16. 

* Higher Control, Pitman, 1945, p. 25. The use 
of the phrase ‘‘management functions’’ is, in my 
view, misleading. The seven groups of activities 
mentioned are functions commonly found in busi- 
ness in respect of any one of which management 
may be necessary if that function is sufficiently 
important to a firm or if it is, of necessity, 
organised in a complex manner. These groups of 
activities may be more usefully designated ‘‘the 
common operating functions of business.’’ 


The Australian Accountant 









347 


Finance’’ is one field covered equally by 
both subjects, or to imply that ‘‘ Accounts’’ 
is the dominant subject (something like 
the third possibility). Both views are logi- 
cally untenable, and both are as dangerous 
in management as they are in accounting. 

These may be regarded as tenuous ex- 
amples however; it is not consciously 
argued, by those who are interested in ac- 
counting or financial management, that 
they are identical fields. 

(ii) The second possibility, that ae- 
counting and financial management are of 
equal rank, is also to be denied. 

For an instance of this view reference is 
made to the work of Henri Fayol. He com- 
mences his study of management with a 
division of all activities to which industrial 
undertakings give rise into six groups: 
numbers 3 and 5 of those groups represent 
financial activities and accounting activi- 
ties respectively, giving them quite clearly 
an independent and, by inference, a col- 
lateral status. He describes them thus: 
**3. Financial Activities 

**Nothing is done without this function 
entering into it. Capital is required for 
personnel, plant, tools, raw materials, divi- 
dends (sic), development, reserves, ete. 
Shrewd financial management i Necessary 
to obtain capital, to make o um use of 
available funds, to avoid hardy com- 
mitments. Many potentiaff¥ profitable en- 
terprises die suffering from lack of money. 
Nor is any reform or improvement possible 
without finances or credit. An essential 
condition of success is to keep constant 
watch over the financial position of the 
business. 


ce 


5. Accounting Activities 
‘*This group is the visual organ of busi- 
nesses. It must throw up at any given 
moment, present position and future trend, 
must afford accurate, clear and precise in- 
formation about the economic position of 
the concern. An efficient accounting sys- 
tem, clear and simple, giving an accurate 
idea of the firm’s condition is a powerful 
managerial instrument. . . .’’ 76 

Fayol was not primarily concerned with 
the relationships between these two groups 
of activities, hence he does not directly con- 
tribute to the solution of our present prob- 
lem. But the fact that these two appear as 


* General and Industrial Management, Pitman, 
pp. 4-5. 
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Aceounting and Financial Management—contd. 
distinet in his analysis evidences a belief 
in the dissimilarity of their purposes. Fur- 
thermore, that they appear in a classifica- 
tion purporting to cover all business ac- 
tivities in industrial undertakings, suggests 
that Fayol regarded them as co-ordinate. 

Now this view entails that the relation- 
ship between the two groups of activities 
should be a two-way relationship; each 
should in fact be the source of argument 
directed towards influencing the operations 
of the other, and at the same time each 
should be the subject of argument by the 
other; and lastly neither line of argument 
should be presumed to have less validity 
by reason of the status of its source than 
the other. 

That this does not square with the facts 
of business is obvious. Accounting pro- 
cesses are frequently influenced by the ex- 
igencies of financial management,’ where- 
as financial policies and financial manage- 
ment as such are not to any appreciable 
extent influenced by accounting processes. 
If there is any jugglery, it is the accounts 
which are juggled to serve ‘‘financial’’ 
ends; financial structure and financial 
policies are not modified just to make the 
accounting easier or harder. The two fields 
are clearly not co-ordinate. 

(iii) The third possibility stated above 
is that accounting is the senior field, dic- 
tating on the basis of its own rules the 
aims and processes of financial manage- 
ment. 

Such a notion may be considered by the 
informed to be so patently erroneous that 
it may be dismissed out of hand. But ex- 
amples may be drawn, even from authors 
most highly respected in the accounting 
fraternity, to establish the case that ac- 
counting is the superior subject. It may 
be said in defence of these writers that 
their statements. are born of a concept of 
accounting which confuses accounting and 
managerial functions, but such a form of 
excuse does not validate the arguments 
put forward. 

This confusion is so general that the ex- 
amples given will be in terms of authors’ 
approaches rather than by reference to the 
works of particular writers. Several ex- 
amples are given. 


* Whether or not this should be so is not the 
concern of the present argument. 
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Firstly, almost every argument adduced 
to support the traditional historical cost 
basis for depreciation computations is an 
argument which exalts accounting to a 
status senior to the discretionary field of 
financial management. The argument that 
the historic cost basis is generally recog- 
nised*® and is superior, for this reason, to 
any other basis, sets accounting custom 
above reproach from any angle, including 
the financial management angle. The argu- 
ment that the historic cost basis provides a 
systematic way of dealing with deprecia- 
tion also carries the implication of superi- 
ority; financial problems are presumably 
to be dealt with only by some neat, regular, 
systematic technique conceived by Procrus- 
tean accountants who are not averse to a 
little lopping or stretching of business 
facts provided they can be made to fit the 
system. The argument that ‘‘the uncer- 
tainty of any estimate of replacement cost 
makes it a less desirable basis for comput- 
ing depreciation than the original known 
cost’’*® implies that the historic cost 
method involves no such _ uncertainty 
(which is not true) and that in any case 
the criterion for ‘‘desirability’’ (however 
that is conceived) is accounting conveni- 
ence and not service in financial manage- 
ment. 

But more important than quoting 
specific arguments is the general attitude 
which underlies them and permeates all 
the apologia for historic cost. If one reads 
the official pronouncements of some of the 
Institutes with an eye to this kind of 
rationalisation, the conservatives appear 
almost to fall over backwards in their 
efforts to avoid this accursed thing, re- 
placement cost. More significance appears 
to be attached to the record of a market 
fact written in a book ten, twenty years or 
more ago than to all the judgment and ex- 
perience (which incidentally are part of 
the basis of market facts) which business 
men are accustomed to buy from their 
financial and other expeft advisers. The 
written book entry seems to be a subject of 
veneration, of persistent but blind faith. 


*e.g., Editorial, Business Week, quoted in 
Journal of Accountancy, Jan., 1949. See also the 
present writer’s comments in a note ‘‘ Deprecia- 
tion on Replacement Cost,’’ in The Australian Ac- 
countant, Feb., 1950. 

* Sanders, Hatfield and Moore, A Statement of 
Accounting Principles, p. 32. 
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The tone of this attitude is given by the 
impassioned peroration to an article on 
historic costs by G. Moller: ‘‘Let us there- 


fore . . . cling to historic costs as a basis 
for depreciation charges, lest we come 


under suspicion of pretending to have 
superhuman powers of foresight.’’ °° One 
might be pardoned for feeling that to be 
condemned for having subhuman intelli- 
gence would be a worse fate; and, as the 
inadequacy of the traditional basis to re- 
veal the pertinent facts of business under 
recent and present conditions is under- 
stood by a growing number of business 
people, that may well be the fate of the 
accountant unless he augments his tech- 
nique. 

The second group of indications of the 
prevalence of the view that accounting is 
the superior function is given by the atti- 
tude being adopted among accountants re- 
garding the disclosure of business facts in 
financial statements. One of the major 
functions of published financial statements 
is the maintenance of harmonious relation- 
ships between the user and the supplier of 
finance, hence published accounting state- 
ments are undeniably a tool serving finan- 
cial management. Their form, content, and 
design should, it is submitted, serve the 
aims of financial management, and should 
be conducive to the creation of certain 
states of mind among the recipients. The 
formal accounting approach to report de- 
sign is so general, and its treatment con- 
stitutes such a large part of the work so 
far done on design, that accountants ap- 
pear to have appropriated, or are endeav- 
ouring to appropriate, this important part 
of the field of business communications to 
themselves. 

Thirdly, the existence of any discretion- 
ary area higher than accounting but junior 
to top or general management is not con= 
templated in most of the literature. Just 
because accounting theory was already es- 
tablished before financial management be- 
gan to be examined, there is a tendency to 
imagine it is senior in the business heir- 
archy even if only by reason of long ser- 
vice. 

It may be objected that the case for be- 
lieving that accounting is elevated to an 


”<«Historie Costs—the Lesser Evil,’’ The Can- 
adian Chartered Accountant, July, 1949, p. 28. 
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unjustifiable status by some writers rests 
entirely on circumstantial evidence, on in- 
ference and imputation; but it is con- 
sidered to be a strong one nevertheless; 
for, to judge from published contributions 
to accountancy theory, there has been in- 
sufficient analysis to lay bare the distine- 
tion between accounting and financial man- 
agement; until that is done, both subjects 
remain a confused and confusing tangle. 

Strong disavowal of the third possibili- 
ty, that accounting is the senior field, must 
be recorded. Further, and for the same 
reasons, we must abandon the fifth possi- 
bility ; accounting is not the inclusive field 
of which financial management is an in- 
tegral part. 

(iv) The fourth possibility is the re 
verse of the third; it requires accounting 
to be viewed as a group of activities sub- 
ordinate to financial management. This is, 
in my view, the most realistic approach of 
the first four. The criticism offered in re- 
spect of each of the former three possibili- 
ties establishes quite an effective body of 
argument in favour of this view. 

But the relationship is not precisely de- 


termined: it is possible that although 
financial management may be senior in 


status in the hierarchy of business opera- 
tions, accounting may be more extensive in 
purpose. It may serve many other business 
purposes than merely financial purposes. 
This possibility is examined below. 

(vi) The sixth possibility is put forward 
as the most logical arrangement of the two 
functions. Its terms may be recalled: 
Financial management is the wider field, 
part of it being accounting. 

Financial management is, by definition, 
a field of activities upon the adequacy of 
which the promotion of profitable enter- 
prise, the preservation of entity assets, and 
the conservation of entity earning capacity 
depend. It is not only of major signifi- 
cance in aiding the execution of the objects 
of an undertaking; it is of such vital im- 
portance in the eyes of the highest author- 
ity in the heirarchy of most business 
undertakings that few of its aspects are 
delegated. This cannot be contested. 

The only question now to be debated is 
whether accounting is to be regarded as 
part of the field of financial management 
or whether it represents quite an indepen- 
dent set of operations not subject to finan- 
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Accounting and Financial Management—contd. 
cial management principles (whatever they 
may be). What we have in fact to decide 
is whether accounting serves only the 
financial ends of management or whether 
it serves other ends as well. 

This will require a short study of some 
of the other ends which management may 
be considered to accept. On the one hand 
management must accept the general 
objective of the undertaking served, that 
is to supply a socially acceptable good or 
service. What is an acceptable good or 
service, however, is not determinable by 
accounting processes, hence accounting is 
not relevant to this objective. It may be 
observed that no mention is made of price 
at this point, for to introduce price intro- 
duces financial ends. 

On the other hand management may ac- 
cept as a general aim the provision for 
workers of opportunities to earn a com- 
petence under conditions which are satis- 
fying to the social and individual wants 
and drives of workers. The extent to 
which this is done is not measurable in any 
accounting terms: workers’ psychic satis- 
factions are grouped among the intangibles 
about which accounting has absolutely 
nothing to say. 

There are no other such general ends of 
management beside the financial ends, 
which accounting, by general agreement, 
ought to serve. It may be objected, how- 
ever, that accounting can be and is used 
for other internal purposes than financial 
purposes. It may be pointed out, for ex- 
ample, that Hayes’ Accounting for Execu- 
tive Control is a book devoted to ways of 
applying accounting information or modi- 
fications of it in the management of sup- 
ply activities (purchasing), of credit giv- 
ing, of production and selling operations, 

of personnel administration, and so on. It 
is granted that accounting may be used in 
these directions; but still it serves only a 
financial end. Take the case of supply 
management, for example. The efficiency 
of the supply manager and his staff is 
measured largely by their ability to main- 
tain an adequate supply of materials for 
production activities or an adequate supply 
of commodities for the selling unit of an 
undertaking. Whether a given supply is 
adequate or whether relationships with 
suppliers are happy is not determinable by 
any accounting procedure. What is de- 
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terminable by an accounting procedure is 
the cost of goods procured and the costs 
involved in procuring them—but these are 
essentially financial matters, ‘and insofar 
as financial aspects of supply operations 
should be observed and controlled, account- 
ing techniques or modifications of them 
may be devised for the purpose. This is 
all Hayes’ proposals amount to. 

This is not to deny that non-financial 
incidents of supply management or any 
similar function are important, nor to 
deny that they are controllable: they are 
often quite as significant as financial as- 
pects, and they are controllable; but the 
information reviewed for control purposes 
is a different class of statistics from that 
with which accounting is concerned. Only 
an adequate general statistical service will 
provide the data relevant to non-financial 
aspects of business management. 

There is one last question we may ask: 
may not accounting be conceived as an 
independent source of generai information 
which will serve top management by pro- 
viding unbiased checks on the operations 
of the diverse functional executives of an 
undertaking? Accounting may be con- 
sidered as independent of other functional 
processes (except fipancial management) 
but it neither provides general information 
nor unbiased checks. The mere fact that 
its concern is money figures restricts the 
generality of the information and intro- 
duces a monetary bias. 

This discussion of the relationship be- 
tween accounting and financial manage- 
ment has led us to conclude then, that the 
logical view to take , the view most consis- 
tent with observable business realities, is 
that accounting is part of the field of 
financial management and that it is sub- 
ject in many respects to the financial poli- 
cies of the undertakings it serves, even 
though at the same time it is subject 
through such policies to certain overriding 

considerations such as the law and the 
general interest of the community. To put 
it briefly, ‘‘accounting is the language of 
finance.’’ 31 It must be viewed in the same 
relationship to finance as language is to 
the human creature; it must serve the pur- 
poses of financial management just as 
language serves the purposes of man. 


1 R. A. Foulke, Practical Financial Statement 
Analysis, MeGraw Hill, 1945, p. 29. 















September, 1950 


Accounting and Financial Management—contd. 


The Australian Accountant 


VI.—_CONSEQUENCES OF THE DISTINCTION 


The distinction we have drawn has sev- 
eral immediate consequences. We are able 
to eliminate, by a matter of simple trans- 
plantation, quite a number of the obvious 
inconsistencies in accounting theory. That 
may seem to be of only academic conse- 
quence, but in such a field as accounting, 
with such obvious and important practical 
aspects, no theoretical issue can be far re- 
moved from practice. Theory is about 
practice. If we are informed about our sub- 
ject, we can hardly be content with its 
frequent deficiencies, its incapacity to 
stand up to the canons of scientific method. 
If we are applying a method which lacks 
obvious inconsistencies, our practice will be 
the more confident, our conclusions more 
informed, our services to our managements 
or to our clients more valuable. 


Conservatism has no Place in Accounting 


The first object of our transplantation is 
the doctrine of conservatism ; if our analy- 
sis has been satisfactory it will appear that 
this doctrine may be conveniently trans- 
planted to the body of rules which guide 
the financial management of entities. This 
will immediately relieve the theory of all 
those unweleome contradictions, conflicts, 
and oppositions which have hitherto been 
observed, and which have proved such a 
serious stumbling block to clear thinking 
about the function of accounting. But the 
practical accountant is perhaps entitled to 
greater compensation for such a change in 
his long-established modus operandi than 
a merely theoretical consequence; and the 
business manager, on whose behalf the 
financial statements are drawn, is perhaps 
entitled to expect some considerable ad- 
vantage to accrue from such a change in 
the practice of accounting as this new 
notion implies. 

To treat these practical consequences, it 
is necessary to consider conservatism in 
each of two distinct applications: there is 
the conservatism which is accepted as part 
of the accounting system and is thus a sig- 
nificant factor influencing the accounts to 
be used for the internal management of 
an undertaking; and there is the con- 
Servatism which is applied in the prepara- 
tion of the published financial statements 


and which is a significant factor influene- 
ing the actions and attitudes of persons 
and institutions external to the undertak- 
ing. If this distinction is drawn, the first 
kind of conservatism will fall within the 
theory of accounting. The second will fall 
beyond such theory: it will form part of 
the theory of financial management. 

One practical consequence of this divis- 
ion is to establish without equivocation 
who is responsible for submitting con- 
servative figures to management and for 
submitting conservative figures (though 
the extent of conservatism may differ) to 
owners, investors, and creditors; the ac- 
countant is responsible for the former and 
the management for the latter. That any 
particular accountant may act for the one 
firm as accountant and as financial mana- 
ger simultaneously is immaterial, provided 
this duality of function is recognised and 
provided a distinction is made between the 
eoncepts he uses in framing accounting 
statements relevant to the purposes of 
each function. 

Now, I can imagine no valid reason why 
accountants, acting as accountants, should 
not draw their accounts so as to show as 
precisely as is possible the facts of busi- 
ness. If there are several aspects of the 
same set of facts, there can surely be no 
objection to the presentation of them all; 
in fact, one might say it is imperative that 
the accountant should present them all, 
for it is surely the most important justi- 
fication of accounting in business that it is 
the means —the only means—by whieh 
business managers may judge the economie 
efficiency of their enterprises, and main- 
tain the financial integrity and stability 
of those enterprises. But the facts should 
not be distorted by any accounting prac- 
tice such as is justified by conservatism. 

‘* . . the accountant now functions ‘at 
the right hand of the management of in- 
dustrial enterprise. In such a conneetion 
the accountant is required to provide in- 
formation which shows the results of trans- 
actions which have taken place in the form 
of carefully designed periodical financial 
statements which reveal the points of equi- 
librium of an enterprise in both short- and 
long-term periods, so as to retain it on an 
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‘even keel’ and determine its general 
direction the preservation of both 
the short- and the long-term financial 
stability of business enterprise is more im- 
portant than ever before, and consequent- 
ly the work of the accountant in relation 
to management problems is likely to be 
more valuable and more essential than ever 
before.’’ *? 

When general economic and social con- 
ditions are as fluid as at present, the main- 
tenance of stability can only be encom- 
passed intelligently by intelligent use of 
the facts—all the facts. Concealment of 
even some of the facts on the grounds that 
they are difficult to extract or are not pro- 
vided by the customary techniques of ac- 
eounting is inexcusable. If business under- 
takings fail it is seldom the accountant who 
is deemed responsible; the brunt of failure 
is borne by the management. This being 
the case, to withhold information or to con- 
ceal information, even if under the guise 
of generally accepted practice, seems to be 
quite unethical; for the accountant takes 
for granted the responsibility of manage- 
ment for success or failure, but denies 
management the right to have the facts in 
their naked reality. 

Particular examples where the accepted 
accounting procedures lead to misrepre- 
sentation of relevant business facts are the 
cost or market rule for stock valuation, 
the methods-of providing for depreciation 
on any other basis than usage of physical 
facilities, and the charging of capital ex- 
penditures against current income. These 
things may all be done rather mechanical- 
ly, and with a careless disregard for the 
managerial necessity of unbiased informa- 
tion. We are not unaware of the argu- 
ments that have been used to justify the 
accountant’s conventional procedure in 
these matters, not the least of which, as 
we have observed -before, is that the con- 
ventional procedure has contributed to the 
stability of business in the past. I have no 
quarrel with the effect, however; it is the 
method by which the effect is obtained 
that is invalid. Existing accounting 
methods involve a mingling of two distinct 
operations: the first is a fact-finding opera- 
tion, the second an operation by which 


 @F, Sewell Bray, Precision and Design in Ac- 
countancy, Gee & Co., London, 1947, pp. 82-3. 


effect is given to judgment based on the 
accounting facts and all other facts rele- 
vant to the business situation. The first 
operation is within the competence of the 
accountant; the second is equally clearly 
beyond his scope. If the results of the 
fact-finding operation—the reported facts 
—ineclude already some allowances for 
errors and contingencies, how may the 
second operation be performed in a ration- 
al and informed manner? For, the execu- 
tive who must interpret the accounts into 
financially significant ideas will not know 
what margins are already provided, in the 
reported figures, due to conservative ac- 
counting rules; he will therefore perhaps 
allow for matters already given expression 
in the accounts, and the effect will be 
doubly conservative. This may be no dis- 
advantage to a firm in the short run, but 
in the long run it may require extensive 
adjustments in capital structure or asset 
values. 

In this connection I recall a line of 
argument used by Mr. W. Scott in dealing 
with those who are unconvinced of the 
practical value of the break even chart; he 
quotes: ‘‘By every principle of aerody- 
namics and all known practical tests, in- 
cluding wind tunnel and other methods, 
the bumble bee cannot fly. But it does,”’ 
and adds: ‘‘Perhaps the break even chart 
shouldn’t work. But, with careful thought 
and preparation, it does.’’** This line of 
argument may easily be applied to modern 
accounting ; one might well say ‘‘It may be 
illogical, but it works,’’ and consider that 
the end of the matter. But such an atti- 
tude is intellectually unsatisfying and 
scientifically unjustifiable. It suggests 
that managers make profits in spite of the 
lack of logic in their aids, not because of 
the service accounting renders. It implies 
that the secret. of success in- business is not 
so much a matter of rational, informed 
judgment as of sheer good fortune. If the 
flight of the bumble bee cannot be ex- 
plained, it must only mean that ‘‘every 
principle of aerodynamics’’ is not yet 
known. The physicists are not content with 
a body of principles which leaves import- 
ant phenomena unexplained; neither 
should accountants be satisfied with a con- 
fused system, even though it has unques- 


<The Profitgraph,’’ The Australian Account 
ant, Mar., 1949, p. 81. 


(Continued on page 353) 


September, 1950 








Bus 











September, 1950 


Accounting and Financial Management—contd. 
tionably been useful in its time. Account- 
ing must be freed of the incubus of con- 
servatism ; accountants must visualise their 
function as the presentation of unvarn- 
ished facts. Only in this way may the in- 
herent inexactitude in contemporary ac- 
counting be eliminated. 


Disclosure is not a Function of 
Accounting 

The second application of conservatism 
covers the same ground as the doctrine of 
disclosure; and the doctrine of disclosure 
is the second object of the transplantation 
we referred to earlier in this section. If 
our analysis has been acceptable, it will be 
agreed that disclosure is corréctly described 
as a technique of management, or, if we 
wish to moralise, a duty of management; 
it is a technique designed to influence in 
one way or another the recipients of finan- 
cial statements, and is thus closely related 
to financial aspects of management. I am 
unable to agree with Professor Sanders’ 
view: 

‘In spite of all efforts to make account- 
ing factual and objective, it cannot be 
wholly divested of estimate and eonjecture, 
nor ean it fail to take account of the im- 
pressions which different presentations will 
make on the minds of different groups of 


people.’’ #4 
Accounting, in my view, must not take 
any account whatever of the ‘‘impres- 


sions’’ which might be conveyed by the ac- 
counts; the function of accounting is to 
convey facts. If any manager considers it 
necessary to detract from, to add to, to ex- 
plain, or to belittle the importance of such 
facts, for financial or other purposes, that 
should be regarded as his affair. It is, I 
feel, largely because accountants have not 
kept their hands out of this field of mana- 
gerial judgment and policy that the audi- 
tor was implicated in the Royal Mail Case. 

Stephen Gilman describes the word 
“‘doctrine’’ in relation to accounting ‘‘as 
referring to a general statement of ac- 
counting or reporting policy.’’ * ‘‘Policy”’ 
gives the real clue to the nature of the con- 
cept of disclosure. Consider the policy: It 
is the intention of the Board that the pub- 


? 


““<Two Coneepts of Accounting,’’ Harvard 


Business Review, July, 1949, p. 507. 
“Op. cit., pp. 186-7. 
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lished financial statements of the Com- 
pany shall contain such information as will 
inform shareholders no less fully, for their 
purposes, than the directors are informed. 
This is not a policy about accounting, nor 
a policy arising out of accounting neces- 
sity: it is not an accounting policy, but 
it is a policy closely related to financial 
management. 

Disclosure is to be considered as a mat- 
ter of managerial policy, not a matter of 
accounting doctrine. According to this 
view, disclosure is the outeome of the 
action or agitation of interested groups 
(including the managerial group) in the 
community; it is the response of manage- 
ment to the demands of other groups. The 
merits and deficiencies of any published 
statement do not have to be judged by ac- 
counting standards of disclosure, but by 
what becomes necessary in view of the atti- 
tudes of and the relationships between 
different groups in a community. It is 
through the conflict of views of different 
groups in a community that socially ac- 
ceptable codes evolve, in this field as in 
any other field of wide general interest. 

Furthermore, to classify disclosure as ° 
managerial policy or practice gives mean- 
ing to the otherwise meaningless epithet 
‘“adequate’’ often so lamely attached to 
disclosure. If we accept disclosure as a 
doctrine of accounting, there is no test 
within accounting theory, as it now stands, 
for adequacy of disclosure; but if we re- 
gard it as a business policy, the test of 
adequacy is the ability of a given amount 
of information to build and maintain 
mutually satisfactory relationships with 
the groups of people for whose benefit dis- 
closure is made. ‘‘ Adequate disclosure’’ is 
still a relative term, but at least we know 
to what it relates. 

In removing disclosure from the doe- 
trines of accounting I do not mean that 
accountants should thereupon cease to 
have any interest in the question; just as 
in distinguishing accounting from financial 
management I do not mean to suggest that 
accountants should ignore financial man- 
agement. My purpose here is to tidy up 
the theory rather than to limit the sphere 
of interest of accountants. I consider ac- 
countants may contribute substantially to 
the improvement of published statements, 
even though at the same time I deny that 
disclosure is a question of accounting. 


B 
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The Dependence of Accounting 


The third point of impact of the dis- 
tinction we have drawn between account- 
ing and financial management is the notion 
of the independence of accounting theory 
and technique. But, whereas the first two 
points require the removal of two matters 
of policy from accounting theory, this 
third requires a new postulate to be added. 
Accounting justifies its place as a tech- 
nique of business in the measure that it 
contributes to the management of the 
financial affairs of business. Its technique 
must be adapted if managerial problems 
necessitate a new approach or additional 
information. Its traditions must be aban- 
doned if they are found to have no realis- 
tic rationale or if new techniques are con- 
ceived for serving business purposes more 
effectively. If it is accepted among busi- 
ness managers that ‘‘to insist on recover- 
ing historical costs is irrational, and people 
who obstinately insist on doing so must be 
phenomenally lucky to avoid the bank- 
ruptcy courts,’’ °* then, I believe, account- 
ants must amend their procedures to con- 
form with the requirements of manage- 
ment. 

To Auguste Comte is attributed the ob- 
servation ‘‘that mathematical facts are the 
simplest, least complex, and most crude of 
phenomena, the most abstract, barren, and 
remote from reality, in contradistinction 
to social facts, which are the most complex 
and subtle.’’** The facts of business and 


As I look back over the ground covered 
in this study I feel that the results may 
appear to many to be quite meagre. We 
seem to have laboured wordily to bring 
forth quite a puny addition to accounting 
knowledge. In fact, after reviewing the 
progress that has been made over the last 
twenty years in codifying accounting con- 
cepts, some may feel that the discussion has 
upset the system of rules that was, till now, 
becoming accepted; with Pope, they might 
complain : 


"G. J. Stigler, The Theory of Price, Macmillan, 
New York, 1946, p. 149. 


of the business environment are all social 





VII—CONCLUSION 








September, 1950 


facts: so complex are they that many ways 
of presenting them must be used in the 
management of enterprises. The solvency 
of an enterprise, for example, may be in- 
dicated roughly by the appearance of its 
balance sheet ; but the balance sheet hardly 
begins to tell the story. The nature of lia- 
bilities is scarcely explained; the attitudes 
of suppliers and bankers towards debtor 
entities are not translatable into account- 
ing terms; there is not even a hint of the 
relationships of such a debtor with other 
sources of financial assistance than those 
being -used at balancing date. When a 
business man (say a banker) is confronted 
with the question whether he shall extend 
credit or not to a client or customer, he 
will seldom be satisfied to accept the bal- 
ance sheet as conclusive one way or the 
other if he is in a position to get sufficient 
of the other information mentioned above. 

There is no reason, therefore, to con- 
sider accounting practice to be beyond 
modification to suit the purposes of finan- 
cial management. I would consequently 
like to have accepted as the first postulate 
of accounting: ‘‘ Accounting is a fact-find- 
ing function, the aim of which is to assist 
in the financial management of enterprises 
by whatever means management considers 
adequate.’’ This provides a foundation for 
accounting theory —what was described 
above as a realistic organisational setting 
—which leaves little doubt as to the rela- 
tionship of accounting practice to manage- 
ment. 






‘*Lo, thy dread Empire, Chaos! is re- 
stor’d; 

Light dies before thy uncreating word; 

Thy hand, great Anarch! lets the 

curtain fall, 

And universal Darkness buries All.’’ 
The outlook, however, is not as gloomy as 
that, I like to believe. Many accountants 
are restive because of the deficiencies in 
accounting theory and the irrelevancies in 
accounting practice which we have dis- 
eussed. But the fact that the doctrines of 
conservatism and disclosure are still 
peddled as accounting doctrines suggests 


"H. Fayol, op. cit., p. 86. 
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that many accountants can see no way out 
of the impasse. The concept of financial 
management appears to me to provide such 
a way, for it permits a splitting up of 
financial fact finding and judgment on 
financial matters into two distinct func- 
tions and two separate subjects of study. 


In conclusion, I should add (though in 
a research lecture this should not be 
necessary) that the view here put forward 
is to be regarded only in the nature of an 
hypothesis for further study. It seems to 
me to be a satisfactory hypothesis about 
the two subjects I have examined. It is, 
moreover, an hypothesis which I find 


necessary to any direct treatment of the 


The Australian Accountant 


problems posed by the general subject 
**Accounting and Financial Policy,’’ even 
though no claim is made that its full im- 
plications have been examined. 

The task of elucidating the operations of 
business is a worthy one, in view of the 
great social importance of business activity 
in the life of civilized communities to-day. 
It is a task requiring the effort of many 
minds, for the complexity of business 
operations offers a challenge to the inven- 
tive and exploratory genius of the account- 
ant and the economist that few have the 
capacity to accept unaided. It was my 
wish, in demonstrating that there are new 
concepts to be developed and new tech- 
niques to be adopted, that more may be 
inspired to take up the challenge. 


COMMENTS BY Mk. A. A. FITZGERALD 


Mr. Chambers has given us a valuable 
and stimulating paper. 

There is not likely to be much disagree- 
ment with his main thesis that accounting 
is part of the field of financial management 
and that it is subject in many respects to 
the financial policies of the undertakings it 
serves, 

The conclusions which he derives from 
this distinction will not be accepted so 
readily. These conclusions are: 

(1) that conservatism has no place in 

accounting; and 


(2) that disclosure is not a function of 

accounting. 

As to the first, one of the most valuable 
parts of Mr. Chambers’ paper is the dis- 
tinction which he makes (p. 351) between 
conservatism which is accepted as part of 
the accounting system and conservatism 
which is applied in the preparation of pub- 
lished financial statements. 

It is precisely this kind of analysis which 
is significant in recent developments in ac- 
counting theory. It is the motivating spirit 
of the ‘‘Recommendations on Accounting 
Principles’’ of the Council of the Institute 
of Chartered Accountants in England and 
Wales. 

Mr. Chambers has quoted (p. 347), 
with evident disapproval, a passage from 
Form and Contents of Published Financial 
Statements, which he interprets as confus- 
ing the two kinds of conservatism. 


The passage in question has no such 
meaning. It was concerned with explaining 
things as they have been, not as they are, 
nor as they may be in the near future. This 
is. made clear by the following passage 
from the very next page in the book: 

‘Generally, it may be said that em- 
phasis is now being given, and is likely to 
be given even more strongly in future, to 
the desirability wherever possible of dis- 
tinguishing in financial statements be- 
tween, on the one hand, facts ascertained 
by accounting processes and, on the other 
hand, the effects of financial policies which 
have either materially affected the disclosed 
facts or which, if not separately disclosed, 
would distort the factual statements.’’ 

I think that Mr. Chambers will find that 
this is not markedly different from his own 
view. 

As to the thesis that disclosure is not a 
function of accounting, it must be remem- 
bered that, whatever may be thought about 
the possibility that accounting may become 
a science, the presentation of accounting 
statements is, and must always remain, an 
art. 

This underlies the view of Professor 
Sanders, with which Mr. Chambers dis- 
agrees (p. 353), that accounting must 
take account of the impressions which dif- 
ferent presentations will make on the 
minds of different groups of people. That 
is the whole art of reporting. Disclosure 
of the difference between the effects of ac- 
counting theory and the effects of financial 














356 The Australian Accountant 





Accounting and Financial Management—contd. 
policy decisions is surely now recognized 
as one of the most important and most 
difficult functions of the reporting phase 
of accounting. Admittedly it is the duty 
of management to disclose financial facts: 
it is the responsibility of accounting to de- 
vise standards and methods of disclosure. 

There are many other respects in which 
it would be possible, if time permitted, to 
join issues with Mr. Chambers. Some of 
these may be mentioned briefly. 

On p. 333, he maintains that accounting 
practice has depended on decided legal 
eases for its basic concepts. Would it not 
be possible to argue that Court decisions 
are often based on what the Courts have 
believed to be accounting practice; and 
that, if these decisions are an insecure basis 
for accounting theory, that is simply be- 
cause accountants have not yet developed 
or enunciated a consistent theory of ac- 
counting ? 


It seems clear to me that I have become 
involved in a private fight among account- 
ants. As I read Mr. Chambers’ paper, the 
picture that formed before my startled 
gaze was that of an accountant preparing 
a statement for the use of a company man- 
agement in framing financial policy. He 
arrives at a figure, looks at it, and says: 
‘‘That figure will mislead the poor old 
simpletons and influence them to adopt an 
unsound policy; I shall put in another 
figure that will guide them in the right 
direction.”’ 

I am not so impolite to accountants as to 
believe that that picture is true of any of 
them. I can only assume that there is some 
esoteric knowledge, known to all account- 
ants but not to me, that is necessary to 
enable the picture to be interpreted cor- 
rectly. 

I can find nothing at all to criticize in 
Mr. Chambers’ conclusions; in fact, I 
heartily endorse them. A clear division be- 
tween ‘‘financial fact finding and judg- 
ment on financial matters’’ is wholly de- 
sirable, and I like the way the writer has 
divided them. If there is any truth in the 
picture I have drawn, Mr. Chambers has 
performed a most useful service to mana- 
gers by warning them that such account- 
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On p. 346, he defines financial manage- 
ment, and on p. 354, he defines account- 
ing. Each of these definitions seems to me 
to be too narrow. Financial management 
is not restricted to business entities, nor is 
accounting merely a fact-finding function. 

Mr. Chambers has, I believe done less 
than justice to the case for original money 
cost as the depreciation base (p. 341) ; and 
he has passed too lightly over both the legal 
and the moral responsibilities of the ac- 
countant in industry. 

But we need not agree with everything 
that he has said in order to appreciate the 
quality of his paper. He deserves the grate- 
ful thanks of the University and the Insti- 
tute for a fine piece of original work, and 
particularly for his insistence on basic con- 
cepts. If his paper incites controversy on 
the same level of thought, that will be all 
to the good. Only by disagreement can we 
hope to make progress in the refinement 
ef accounting theory. 








ants do exist. Since I am limited in time, 
I shall confine my appreciative remarks to 
that, and shall get on with some criticism 
that I hope will be constructive. 

I entirely sympathize with the writer’s 
desire to provide a basis of definition and 
principle for his subject. That is the start- 
ing point of the technique of natural 
science. So far as my observation goes— 
and that is not very far—little progress 
has been made in adapting that technique 
to human and social affairs. There are 
many thinkers in those fields who are try- 
ing to do it, but they are meeting the 
difficulties that arise from the fact that so 
many of the factors involved are subjective 
rather than objective. In such cases the 
task of producing a ‘‘definition’’ is a 
slow, laborious, and difficult job that re- 
quires a great deal of work that sometimes 
seems to be getting nowhere. 

Definitions are the basis of scientific 
method, and if you attempt to develop an 
argument without complete certainty of 
definitions, only a muddle can result. Fur- 
thermore, before fruitful discussion can 
take place, all the participants must agree 
exactly upon definitions. Is it too much to 
say that 99.9% of non-scientific disputes 
arise because the disputants are starting 
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from different definitions and do not take 
the trouble to reconcile them before they 
start? 

A definition must conform to three re- 
quirements : 

(1) it must include everything 

should be included ; 

(2) it must exclude everything 

should not be included; 

(3) it must be exact and expressed in 

words whose meanings are defined. 

To frame a definition meeting these re- 
quirements is not easy when the subject is 
complex; if it is done, however, most of 
the disputes are encountered and cleared 
away in the doing. 

The scientific method of attack is usually 
for an individual to ‘‘stick his neck out”’ 
and propound a definition. He must test 
it by the three criteria described above and 
provide all the contributory definitions 
that are necessary to avoid the fault of 
ignotum per ignotius, defining the un- 
known by the still more unknown. 


But too often the process stops there. The 
next essential step is for others to take the 
first man’s effort seriously. The usual prac- 
tice is to ignore it or simply wipe it aside as 
wrong. No. 2 must follow No. 1’s argu- 
ment in detail, point out gaps and weak- 
nesses in his reasoning, and suggest alter- 
natives. No. 1 must in turn take No. 2 seri- 
ously, and so on. By that means a very 
substantial measure of agreement can be 
reached, and differences isolated, narrowed, 
and clearly defined. 


For instance, Mr. Chambers accepts a 
definition of accounting as ‘‘the art of re- 
cording, classifying, and summarizing in a 
significant manner and in terms of money, 
transactions, and events which are in part 
at least of a financial character, and inter- 
preting the results thereof.’’ 

The key word in that—‘‘money’’—is a 
good deal more unknown to me than ‘‘ac- 
counting.’’ I know that if you start defin- 
ing money you would have to sidetrack 
your main argument for a long time, but 
I doubt if you are ever going to resolve 
your ‘‘historie cost’’ dispute, for example, 
till you have. Of course, I realize that 
when you start to define ‘‘money’’ you 
will find some other words you will have 
to define—e.g. ‘‘value.’? Mind, I don’t 
blame anyone for not tackling the job—all 
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I say is that it will have to be done if ac- 
counting is ever to be put on as solid a 
basis as natural science. 

On one other point I would like to com- 
ment. There is a lengthy discussion on the 
relative ‘‘ranks’’ of accounting and finan- 
cial management. The argument—which I 
have not had time to study as closely as I 
would like—does not convince me that the 
concept of ‘‘rank’’ has any application in 
this connection. The relative ranks of the 
accountant and the financial manager have 
some meaning, but to talk about the rank 
of necessary functions seems to me like 
allocating seniority among the legs of a 
chair. 

Perhaps Mary Parker Follett can throw 
some light on the subject—she, of course, 
is a philosopher of management that many 
of us find quite convincing. Her doctrine 
of the authority of the situation seems to 
me to settle the argument before it starts. 
I can illustrate the idea simply. An office 
boy rushes into the Managing Director’s 
sanctum and issues an order, ‘‘Get out of 
this office.’’ The M.D. is distinctly disin- 
clined to obey, until the boy adds, ‘‘The 
building is on fire.’’ Then he obeys. He 
may seem to be obeying the boy, but actu- 
ally he is obeying the situation conveyed to 
him by the boy. There is no doubt about 
the relative ranks of the two people con- 
cerned, but is the office boy performing an 
inferior task in telling his boss about the 
fire? 

The dccountant’s function is to ascer- 
tain facts and make them available for the 
purposes of policy making. He may then 
become one of the policy makers, or he may 
not, but policy making cannot proceed 
until he has done his job, and the policy 
will be wrong unless his facts are right. 

No! I am pretty sure that we canncet 
talk of ‘‘rank’’ in relation to functions. 
People, yes! It may be right or wrong 
that the accountant should be subordinate 
to, or lower paid than, the financial mana- 
ger, but that is not because his function is 
inferior or superior to that of the latter. 

The ideal is, of course, a team consisting 
of men, each of whom ean contribute 
knowledge of the situation, and each of 
whom can bring to bear his special know- 
ledge in deciding policies rendered neces- 
sary by the situation. Rank can do a lot 
of harm by obtruding in such co-operative 
work. In discharging their functions, all 
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are equal and the top manager is subject 
to the demands of the situation, just as 
much as anyone else. 

The fact that scientific method has 
brought nuclear fission under technical 
control but not under social control makes 
it urgently necessary that scientific method 
should be applied more widely and deeply 
in social studies. Scientific method is 
merely the method of rational thought, but 
since scientists seem to have been the only 
people to use it for some centuries, they 
have no doubt acquired a prescriptive right 
to appropriate it. It starts with definition 
and analysis, and, of course, goes far be- 
yond these. Those initial stages are so 
difficult that there is great temptation to 
skip them and to get on with the more in- 
teresting and directly fruitful work. 

But it cannot be done. The tree of 
knowledge can’t grow without roots; the 
edifice of civilization will be unstable with- 
out foundations. The dull, uninteresting 
task of defining and analysing must be 
completed before a science can be de- 
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veloped. And the essence of scientific 
method is thoroughness. It is an austere 
discipline which does not condone scamped 
work. 

I have recently been involved in some 
discussions on ‘‘education,’’ and am con- 
vineed that it is very necessary to define 
that word, as well as such words as ‘‘dem- 
ocracy’’ and ‘‘civilization.’’ It is neces 
sary, however, that such definitions must 
be, as well as inclusive, exclusive, and 
exact, generally accepted. 

Thus, I regard with the greatest hope 
efforts such as Mr. Chambers’ to increase 
the area of definition in accounting. The 
problems of such a subject differ from 
those of natural science, and a considerable 
adaptation of scientific method is neces- 
sary. Success in that adaptation in ac- 
counting will help in the wider and deeper 
application of scientific method in other 
social sciences. 

The next step is for other accountants 
to follow Mr. Chambers’ work, not in an 
effort to demolish his analyses and defini- 
tions, but to improve them. 





TRUTH AND USEFULNESS IN ACCOUNTING 


‘¢  .. There must be no concealment of the fact that accounting rests on a frame- 


work of assumptions, made up of a few fundamental postulates and a large number 
of minor assumptions, which are implicit in the treatment of specific items, and that 
these assumptions are acceptable and accepted as being useful, not as demonstrable 


truths. ... 


‘*| . . Perhaps the three most fundamental postulates of accounting presently 


accepted are: 


1. That the entire income from sale arises at the moment when realization is 


deemed to take place; 


2. That fluctuations in value of the monetary unit which is the accounting 
symbol may properly be ignored; 


3. That, in the absence of actual evidence to the contrary, the prospective 


life of the enterprise may be deemed to be indefinitely long. 
‘*Clearly, the validity of these postulates could not be vindicated by appeals to 
truth. They are working hypotheses that are currently accepted as useful—a part 
of the ‘framework of assumptions’ on which accounting determinations rest. The 


question whether they continue to be useful is 


—Gerorce O. May, in The Journal of Accountancy, May, 1950. 


always open to reconsideration.”’ 
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CURRENT PROBLEMS DISCUSSED IN 
OVERSEAS JOURNALS 


AUDITING AND THE ORGANIZATION OF PUBLIC ACCOUNTANTS’ OFFICES 


The Accountants’ Journal (N.Z.), Feb- 
ruary, has a useful article for students on 
auditing methods and working papers. 
The article includes a specimen audit pro- 
gramme and several specimens of working 
papers. In the same issue of The Account- 
ants’ Journal there is an interesting ac- 
count of the judgment in a claim against 
an audit office for damages resulting from 
alleged negligence in the audit of the ac- 
counts of a municipality. Judgment was 
given against the audit office for a sub- 
stantial amount, but an appeal to the 
Supreme Court is pending. The allega- 
tions in the case were that a cashier had 
misappropriated large sums of money, con- 
cealing the misappropriation by a variety 
of methods, of which the most important 
was a manipulation of cash register re- 


ceipts and direct bank lodgments from the 
Treasury. It was also suggested that there 
had been collusion by an assistant. It was 


claimed for the defence that there had 
been serious failure in the system of in- 
ternal cheek, cash in hand had not been 
checked at frequent and regular intervals, 
many erasures in the cash book had passed 
unnoticed, there was an absence of ade- 
quate check of direct lodgments by the 
Treasury, erased figures in the bank pass- 
books had been accepted, irregular bank- 
ings had passed unnoticed, and there had 
been failure to check cash on hand as 
shown on the monthly bank reconeiliation 
statements to see that it was properly 
banked on the first day of the month. 
Against the audit office it was alleged that 
there had been a long delay in conducting 
the audit. The Act under which the audit 
was done requires an audit to be made 
once at least in every year, if possible. It 
was held that no breach of duty had been 
established in this respect. The plaintiff 
had no right of preferential treatment— 
the work of the audit office had been 
greatly increased, and its staff had been 
greatly reduced, particularly in the num- 
ber of trained and experienced workers. It 


was not reasonable to expect the audit 
office to neglect other duties in order to 
concentrate all its staff on local body 
audits. However, though the fraud was 
discovered during the conduct of the audit, 
it should have been noticed earlier than 
it was. 

A new development in auditing methods 
which may have far-reaching consequences 
is described in some detail in an article by 
Lawrence L. Vance in Accounting Re- 
search, January. This development is the 
application of the Law of Probability to 
determination of the questions: 

How large should a sample be in test 
checking ? 

What is the significance of a particu- 
lar result in the sample? and 

How should the sample be drawn to 
give good results? 

G. T. Bodman, in The Journal of Ac- 
countancy, December, describes ways in 
which the work of the auditor may be 
made easier, faster, more useful, and more 
inexpensive, by advanced planning. The 
responsibility for this planning lies with 
the auditor, directors,*and management, 
the accounting department, the treasurer, 
and the internal audit department. 

Ira N. Frisbee, in The Journal of Aec- 
countancy, February, discusses How Per- 
sonal Attitudes of the Auditor Affect the 
Application of Auditing Standards. At- 
tention is drawn to the meaning and im- 
plications of recent changes in the stan- 
dard short-form report used by auditors 
in U.S.A. Particular reference is made to 
the meaning of the expression ‘‘generally 
accepted auditing standards.’’ These are 
of two kinds: - 

(a) ‘‘general’’ standards, referring to 
the personal attributes of the audi- 
tor himself as evidenced in his work, 
and 
standards of field work and of re- 
porting. 

The personal attributes in question are 
skill and efficiency, independence of mental 


(b) 
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Current Problems—continued 

attitude, and professional care. The article 
discusses these attributes, raises the ques- 
tion whether non-auditing work destroys 
independence of mental attitude, and com- 
ments on the problem of office organisa- 
tion to secure proper delegating of auth- 
ority and responsibility, particularly so 
that an adequate review of the work per- 
formed will always be obtained. 

Another article in The Journal of Ac- 
countancy, February, deals with The 
Special Problems Imposed by the Personal 
Relationship Existing with Small Clients. 
The article covers such matters as how to 
get clients, job surveys, setting fees, bill- 
ing, and collecting. 

In The Journal of Accountancy, Janu- 
ary, Carl M. Essenoff describes Some 
Techniques Used Successfully in Running 
a Medium-Sized Accounting Firm. The 
firm in question has seven partners and 
twenty-four employees, and the article 
contains many useful suggestions on cost- 
ing, charging, the use of an electric 
punched-card service to summarize time 
records, a system of monthly retainers 
(which is said to work well), payment of 
salaries and overtime, the use of a person- 
nel manual, a profit-sharing plan, and a 
system for handling tax returns. 

George W. Lafferty, in The New York 
Certified Public Accountant, December, 
gives an outline of the major problems and 
related steps in the audit of villages in 
New York. There are many similarities in 
the audit of these accounts to that of local 
governing bodies in Australia. 

In an article in The New York Ccvisfied 
Public Accountant, February, S. Lawrence 
Goldstein deals with internal and external 
accounting controls, financial statements, 
tax, and related accounting problems of 
companies engaged primarily in making 
loans and advances to manufacturers and 
wholesalers which are secured by a pledge 
of accounts receivable. 
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The Canadian Chartered Accountant, 
January, has a case study by Morris and 
Bernard Goodman in auditing procedure 
for a wholesale distributor of newspapers 
and magazines. A particularly interesting 
feature of this article is a table of time 
spent on different aspects: 

Review of the system of internal con- 
trol occupies one senior and one as- 
sistant for one week; 

Confirmation of accounts receivable, 
one senior and two assistants for 
one week; 

Observation of physical inventory, one 
senior on the last day of the year; 

Cash count, one senior on the last day 
of the year; 

Final work, one senior and two assis- 
tants for one week; and 

Review of periodic balance sheets and 
profit and loss statements, one 
senior and a partner half a day a 
month. 

Another interesting point that is brought 
out is that the client’s staff prepares all 
working schedules which are required, on 
auditor’s forms headed up appropriately 
by auditor. 

The addresses of publications 
this article are as follow: 

The Accountants’ Journal (N.Z.), 

York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
Journal of Accountancy, 
270 Madison Avenue, 
New York 16, 
N.Y., U.S.A. 
Canadian Chartered Accountant, 
10Adelaide Street East, 
Toronto, 
Ontario, Canada. 
Accounting Research, 
Cambridge University Press, 
Bentleigh House, 
200 Euston Road, 
London, N.W.1, England. 

The New York Certified Public Accounicat, 
677 Fifth Avenue, 

New York 22, 
N.Y., U.S.A. 


referred to in 
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LEGAL SECTION 


Edited by 





By the Solicitors Act, 1932, s. 47 (1) 
(Eng.) : ‘‘Any person, not being a barris- 
ter, or a duly certificated solicitor’’ or 
other qualified person, as specified in the 
section, ‘‘who, unless he proves that the act 
was not done for or in expectation of any 
fee, gain or reward, either directly or in- 
directly, draws or prepares any instrument 
relating to . . . any legal proceeding, shall 
be liable on summary conviction to a fine 
not exceeding £50.’’ 

A rent collector was authorised by his 
principals to take legal proceedings on 
their behalf in the County Court for re- 
covery of possession of premises and ar- 
rears of rent. He received no special fee or 
remuneration for taking the proceedings, 
but he received a fixed commission on all 
sums recovered by him, whether as a re- 
sult of legal proceedings or otherwise. He 
was charged with preparing an instrument 


J. M. GREENWOOD, LL.B., F.I.C.A. 


UNAUTHORISED PRACTICE OF THE LAW 








relating to legal proceedings, viz., particu- 
lars of claim in proceedings in the County 
Court, contrary to the Act. It was con- 
tended on his behalf that no offence against 
the section had been committed, as he re- 
ceived no specific fee for preparing the 
particulars, nor did he expect to receive 
any such fee. 

Held (Court of Appeal): As the rent 
collector was entitied to a commission on 
any moneys recovered as a result of the 
legal proceedings, he had drawn the in- 
strument in question ‘‘in expectation of 
. .. gain or reward’’ within the meaning 
of s. 47 (1); the fact that he had no con- 
tractual right to recover a fee for drawing 
the instrument was immaterial; and, there- 
fore, he was guilty of an offence against 
the section. 

In the course of his judgment, Lord 
Goddard, C.J., said that it was well-known 
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Legal Section—continued 
that it had been a common practice for 
debt collectors to take proceedings on be- 
half of their principals in the County 
Court and prepare the necessary docu- 
ments, including particulars of claim. 
Therefore, this case was one of considerable 
importance not only to rent and debt col- 
leetors, but also to property owners, who, 
if the statute prohibited the former prac- 
tice, would have either to do the work 
themselves or employ solictors. (Pacey v. 
Atkinson, [1950] 1 All E.R. 320.) 

The above case may be of importance in 
Australia, where similar legislation re- 
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stricts legal practice to qualified persons. 
For example, s. 40C (1) of the Legal Prac- 
titioners Act (N.S.W.) provides that ‘‘any 
person not being a barrister, or a person 
qualified to act as a solicitor, who for or in 
expectation of any fee, gain or reward, 
either directly or indirectly draws, fills up, 
or prepares any will or other testamentary 
instrument, or any instrument creating or 
regulating rights between parties, or re- 
lating to real or personal property, or any 
legal proceedings, shall be guilty of an 
offence, and shall be liable on summary 
conviction to a penalty not exceeding fifty 


9 


pounds for each such offence.’’ 


“LOCAL” GOODWILL SUB-DIVIDED 


The term ‘‘local’’ goodwill is frequently 
used as a shorthand description of good- 
will ‘‘attached to or connected with land’’ 
in connection with the definition of ‘‘pre- 
mium’’ in s. 83(1) of the Income Tax 
Assessment Act. The term is generally 
opposed to ‘‘personal’’ goodwill, which is 
another shorthand description for those 
elements of goodwill which a lessee would 


take away from the site on removal. In 
Phillips v. F.C. of T. (1947), 4 A.L.T.R. 
89, distinction was made between goodwill 
which is local to a particular shop and 
goodwill which is local to a defined area. 

A finer analysis becomes necessary under 


legislation such as the Landlord and 
Tenant Act 1927 (Eng.), which provides 
that a tenant may serve on a landlord 
notice requiring a new lease of the premises 
at which the trade or business is carried 
on to be granted to him if the compensation 
which could be awarded to him under the 
Act would not compensate him for the loss 
of goodwill he would suffer if he removed 
to and earried on his trade or business in 
other premises (ss. 4 and 5). Under these 
provisions it has been held that apprecia- 
tion of goodwill due to extraneous circum- 
stances, such as the changing conditions 
and eharacter of the neighbourhood and 
of the inhabitants, is not to be the subject 
of compensation. (Charrington & Co. Ltd. 
V Simpson, [1935] A.C. 325.) 

In Whiteman Smith Motor Co. Ltd. v. 
Chaplin, [1934] 2 K.B. 35, an attempt was 
made to dissect the improvement in the 
value of local goodwill between causes due 
to the trade or business carried on by the 
tenants, namely, motor garage, repair 


works, and petrol filling station, and eauses 
other than the trade or business. 
Recently the Court of Appeal was con- 
cerned with a similar problem in the case 
of a garage which derived a large part of 
its business from its proximity to two 
hotels. Although the case turned on a 
technical point, the approach made under 
the Act to the question of compensation for 
loss of goodwill if the lease were not Te- 
newed is made plain from the following ex- 
tracts of a report by the Referee called 
upon to report to the County Court Judge 
in the first instance: ‘‘I have reached the 
conclusion that the trade derived from the 
visitors to the Grand and Metropole Hotels 
must be ignored in considering the 
question whether there is any adherent 
goodwill. On this point I have come to the 
conclusion . that I ought . to report 
that having regard to the length of time 
during which the tenant and his prede- 
cessors have carried on business on the 
premises, to the evidence of custom apart 
from that derived from the hotels, and to 
all the circumstances, but disregarding any 
value attributable to situation, the value 
of the premises has been enhanced to some 
extent as the direct result of the carrying 
on on the premises of the trade of a garage 
proprietor and motor engineer by the ten- 
ant.’’ The County Court Judge then en- 
deavoured to arrive at an answer to the 
question: ‘‘What (if any) adherent good- 
will was created by the tenant during the 
term of his lease—what has accrued to the 
landlord as additonal value of his rever- 
sion?’’ (Schooley v. Nye, [1949] 2 All 
E.R. 950.) 
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Legal Section—continued 

A term new to us in Australia thus ap- 
pears —‘‘adherent’’ goodwill, indicating 
that part of the local goodwill which has 
been built up by the tenant through the 


The Australian Accountant 


September, 1950 


carrying on of his trade and which adheres 
to the premises as distinct from that re- 
sulting from the situation of the premises 
themselves. 


CHANGE OF DOMICILE 


Cases on domicile are frequently decided 
in the Matrimonial Causes jurisdiction, but 
they are equally authoritative for income 
fax and other laws where domicile is a 
criterion, since a person can only have one 
domicile at any time. To shed a domicile 
of origin and acquire a domicile of choice 
requires both the intention and residence 
in fact (animus et factum). The following 
comparison is prompted by a recent Vic- 
forian case, and illustrates the need for 
both ingredients. 


Case No. 1.—Short residence plus inten- 
tion = domicile. A husband who had a 
Scottish domicile of origin petitioned for a 
divorce in Victoria on the ground of his 
wife’s adultery. The adultery was proved, 
but a question arose as to his domicile, on 
which the Court’s jurisdiction depended. 
Here are the facts and decision as found by 
Fullagar, J., in the Victorian Supreme 
Court: ‘‘The petitioner and his wife can- 
not, I think, be said to have had at any 
time any fixed abode or settled matri- 
monial home in Victoria. He was an 
engineer on a British ship. Immediately 
after the marriage, the husband and wife 
lodged at an hotel in Melbourne for four 


days, after which they lived together on 
his ship for about two months while the 
ship was in Australian waters. Some three 
months later, the ship returning to Aus- 
tralia again, they lived together for a few 
days at the same hotel and then again on 
the ship for some months while she was in 
Australian waters. There has been no co- 
habitation since the ship left for Scotland 
on the 20th December, 1946. From the 31st 
May to the 6th June, 1947, the petitioner 
was in Victoria and saw his wife and 
wished to resume cohabitation, but it was 
not in fact resumed—the reason being, ap- 
parently, that the wife, having committed 
adultery, did not wish it. 


The periods actually spent by the peti- 
tioner on Victorian soil after the formation 
of his intention to make Victoria his per- 
manent home were short and, from one 
point of view, insignificant. But, viewed 
in the light of marriage, and of common 
intention to make Victoria the matrimonial 
home, and in the light of the presence of 
his wife in Victoria, I consider them quite 
sufficient to establish a domicile of choice.’’ 
(Brabender v. Brabender, [1949] V.L.R. 
69). 





THE FATE OF THE PERFECTIONIST 


He that pleases himself too much with minute exactness, and submits to endur 
nothing in accommodations, attendance or address, below the point of perfection, 
will, whenever he enters the crowd of life, be harassed with innumerable distresses 
from which those who have not in the same manner increased their sensations find 
no disturbance.—The Rambler, No. 112, 13th April, 1751. 
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MODEL ANSWERS 


by 


**ScripTor’’ 


COMMERCIAL LAW I 


The answers to examination questions which appear in this Section are 

not official. They have not been reviewed by the Board of Examiners 

of the Commonwealth Institute of Accountants, and represent only the 
views of the member preparing them. 


It is not proposed to set out here model 
answers to all the questions asked in the 
April, 1950, examination paper in Com- 
mercial Law 1, but rather to indicate the 
various points which should be considered 
in answering those questions. Nothing is 
said about questions 5 and 7, as the word- 
ing of each indicates clearly what form the 
answer should take. 


QUESTION 1 
State what you understand by the following: 

(a) Maritime Lien. 

(b) Equitable Mortgage. 

(c) Del Credere Agent. 

(d) Subrogation. 
ANSWER 

(a) (i) It is a right specifically binding 
a ship and its cargo to have 
them charged with the payment 
of a liability arising from a 
maritime adventure—i.e. if a 
person has a claim on a ship for 
any services rendered to, or 
damages caused by it, he may 
exercise a maritime lien against 
the ship. 
Such a lien arises, for example, 
in favour of seamen for wages 
(this type is granted priority), 
salvors for salvage operations 
ete., and attaches independently 
of possession. 
The lien is enforced by action 
against the ship itself — by 
arrest and sale, if need be. 
(b) (i) Is a mortgage recognised only 

in equity? 


(ili) 


(ii) Which may be either 

(a) A mortgage of an equitable 
interest in land—for ex- 
ample, where a beneficiary 
under a trust mortgages 
his interest to a mortgagee, 
while the legal estate re- 
mains vested in the trustee, 
or 
A mortgage of a legal 
estate which does not con- 
vey the legal estate to the 
mortgagee — for example, 
the deposit of title deeds as 
security. 

(c) A mercantile agent who undertakes, 
not that the principal’s goods will be sold, 
but that if they are sold, they will be paid 
for by him if the buyer fails to do so. The 
undertaking is a form of ‘‘guarantee,’’ but 
not within the Statute of Frauds, and so 
not rendered unenforceable by the absence 
of written evidence. Such an agent is 
usually paid a higher rate of commission, 
called a del credere commission. 

(d) The substitution of one person for 
another so that one party takes over the 
rights and duties which the original person 
possessed. It occurs in many cases—for ex- 
ample, in insurance, where the contract is 
one of indemnity, the insurer, on paying 
his insured’s claim, is subrogated to, or 
takes over, the rights of the insured in the 
subject matter of the contract of insurance. 


QUESTION 2 


(a) What is a 
(b) Discuss the various ways in which a hire 


‘*Hire Purchase Agreement’’? 
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Students’ Section—continued 

purchase ‘‘sale’’ differs from a sale on instal- 
ment purchase (or time payment) and a sale on 
lay-by. 

ANSWER 

(a) The definition should cover these 
points : 
(i) Goods are delivered by the owner 

to the hirer, 
(ii) who agrees to pay a periodic ren- 
tal, and 
(iii) who is given an option to pur- 
chase and a power to return the 
goods and so terminate the hiring. 
The hirer does not become the 
owner until he exercises his option 
to purchase. 
(v) The owner is given a right to re- 
possess in certain circumstances. 

(b) The main points are: 

Hire Purchase: Ownership does not pass 
until the hirer exercises his option to pur- 
chase. The owner can therefore repossess 
the goods on default—i.e. has a right 
against the goods which can not be defeated 
if the hirer purports to sell the goods to a 
third party. The hirer gets immediate 
possession, and has a right to return the 
goods and so terminate the hiring. 


Time Payment: Merely an ordinary sale, 
the price being payable by instalments. 


(iv) 


Ownership passes to the buyer at once,- 


and he can give a good title to a purchaser 
from him. The seller’s only right is a per- 
sonal one against the buyer for each instal- 
ment as it falls due. The seller has no 
right to repossess—the buyer has no right 
to return the goods. The buyer again gets 
immediate possession. 

Lay-by: Much the same as time payment, 
except that the buyer does not get posses- 
sion until final payment (as a rule). Nor- 
mally, ownership passes to purchaser on 
the sale. 


QUESTION 3 
Discuss the discharge or conclusion of a con- 


tract 
(a) by actual performance, 
(b) by attempted performance (or tender). 


ANSWER 

This answer should set out: 
1. Actual performance— 

(a) Involving payment. Should be in 
legal tender (which should be ex- 
plained). Payment, and therefore 
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discharge, may be absolute or con- 
ditional. These terms also should be 
explained—some reference to ‘‘ap- 
propriation of payments’’ may be 
desirable. 

Involving something other than pay- 
ment. Here each party must fulfil 
his obligations to the other in strict 
accordance with the terms of the 
contract. This should be illustrated. 


t 

2. Attempted performance 
(a) Involving payment. If tender of 
payment (in legal tender) is re- 
fused, the debtor is released from 
the need to seek out his creditor 
again, but must remain willing to 
pay the debt. If the creditor later 
sues the debtor, and the latter pays 
the amount into court, and proves 
that he previously tendered the 
amount, the creditor may be saddled 

with the costs of the action. 


Involving something other than pay- 
ment. If one party offers perform- 
ance of his obligations in accord- 
ance with the terms of the contract 
as to time, place, etc., and the other 
party refuses to accept the offer of 
performance, the former is dis- 
charged from further performance, 
and the contract is dissolved by the 
attempted performance. This, too, 
should be illustrated. 


(b) 





(b) 


QUESTION 4 
Carefully distinguish the relationship of prin- 
cipal and agent from the following relationships: 
(a) Master and servant. 
(b) Independent contractor and his employer. 


ANSWER 

Agency should first be defined, and it 
should be emphasised that the agent acts 
so as to bring his principal into legal re- 
lations with a third party. Neither an in- 
dependent contractor, as such, nor a ser- 
vant, as such, has power to bring his em- 


ployer/master into legal relations with 
third parties. The distinction between 


these latter two is that the master can con- 
trol what his servant shall do and how he 
shall do it, while an independent contrac- 
tor, provided he adheres to the terms of 
the contract, is not subject to such control 
by his employer in carrying out his obliga- 
tions under the contract. In this answer 
examples are essential. 
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QUESTION 6 

On April 1, 1950, X agreed to sell Y 50 tons of 
potatoes out of his stock of 500 tons, delivery to 
be effected, and payment made, one week later. 
X did not set aside any particular quantity of 
potatoes to meet Y’s order. On the same day 
(April 1), Y agreed to sell X a specific lot of 
bagged wheat, which was to be paid for on April 
8, delivery to take place on payment. By a strange 
circumstance, all the potatoes and all the wheat 
were totally destroyed by fires on April 4. (The 
fires were entirely fortuitous in origin.) Assum- 
ing that neither the potatoes nor the wheat were 
insured against risks of this nature, on whom 
does the loss for each fall, X or Y? Give full 
reasons for your answer. 


ANSWER 


The rather lengthy question may appear 
more complicated than it actually is. The 
guiding rule is that, other things being 
equal—as they are here—the ‘‘risk’’ of 
loss is upon the owner. Therefore, who, at 
the date of the fire is the owner of the pota- 
toes, and who is the owner of the wheat? 
This involves a review of the rules relating 
to the transfer of property in goods. 

Now the potatoes are unascertained 


goods—50 tons out of a larger quantity. 
Property in such goods cannot pass until 


the goods become ascertained. So, at the 
date of the fire X still owns them. 

The wheat is specific goods in a deliver- 
able state, and property in such goods 
passes to the buyer at the time the contract 
is made. So, at the date of the fire X owned 
the wheat. Consequently the loss in each 
case falls on X. 


QUESTION 8 


‘*The general rule is that the transferee of 
goods cannot obtain a better title to such goods 
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(Yorston $ 
Also set 


than that of the transferror.’’ 

Fortescue, 5th Edition, p. 141.) 
Discuss and illustrate this statement. 

out and illustrate the exceptions to it. 


ANSWER 


The points to be made here are: 

(i) If goods are sold by a person who is 
not the owner, and who does not sell as 
agent for or with the consent of the owner, 
the buyer will not acquire a valid title—for 
example, X steals Y’s watch, and sells it to 
Z. Z may buy in good faith, but he never- 
theless obtains no title to the watch, which 
still remains Y’s property. 

(ii) To this, however, there are certain 
exceptions, and a purchaser in good faith 
and for value may obtain a good title, not- 
withstanding that the seller’s title is defec- 
tive. These exceptions arise in the following 
cases : 

(a) Sale in market overt (in States 
where such markets still exist). 


Sale in 
owner’s 
denying 
sell. 
Sale by a seller or buyer in poss- 
ession after sale. 

Sale by a mercantile agent or some 
other person—for example, sheriffs 
—under a special common law or 
statutory power. 

Sale by a seller whose title, though 
voidable, has not at the time of the 
sale been avoided. 

exceptions should be suitably illus- 


circumstances where the 
conduct estops him from 
the seller’s authority to 


(b) 


(e) 


These 
trated. 
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Angus Lancaster 


The Perfect Squc!ch (4) 

Here is one of the many gems in Douglas 
Sladen’s My Long Life. Mr. Sladen and 
his small son were visiting an American 
home. On the table were fruit and cream 
but no eating utensils. The little chap was 
looking wistfully at the table when: 

‘*Go ahead, my little man,”’ said a tiny, 
thin, benignant, old gentleman dressed in 
black. ‘‘ Fingers were made before forks.’’ 

‘But not my fingers,’’ said the child. 

‘*Bravo,’’ said the old gentleman. ‘‘I 
should like to have said that!’’ 

The old gentleman was Oliver Wendell 
Holmes. 

Legal Trivia 

‘‘The difference between loss caused by 

fraud and loss caused by breach of under- 


taking is, it has been well said, that in 
fraud the defendant ought not to have 


made the false assertion, whereas in as- 
sumpsit he ought not to have made his 
assertion false,’’ from Stone, Province and 
Function of Law,’’ at p. 538, citing J. B. 
Ames’ History of Assumpsit (1888), 2 
Harv. L. Rev. 1. 

‘*The fallacy of the logical form 
flatters that longing for certainty and re- 
pose which is in every human mind. But 
certainty generally is an illusion and re- 
pose not the destiny of man. Behind the 
logical form lies a judgment as to the 
relative worth and importance of compet- 
ing legislative grounds, often an inarticu- 
late and unconscious judgment, it is true, 
and yet the very root and nerve of the 
whole proceeding. You can give any con- 
clusion a logical form,’’ O. W. Holmes, 
The Path of the Law (1897), 10 Harv. L. 
Rev. 457. 


Malice 

The wife of the poet Southey wrote: ‘‘I 
met Lady N—— as I returned from Mil- 
ford to-day, and it was quite pleasing to 
observe how much her eyesight was im- 
proved, and how quickly she discerned and 
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how tenderly she greeted me.’ 


How Egypt Lost a Cost Accountant 


During the war, I had an Italian clerk 
who also acted as interpreter. An addi- 
tional unstipended duty was to teach me 
Italian. Through him I made the aequain- 
tance of two Italian sisters who were seam- 
stresses. Vacearri and I frequently visited 
their apartment of an evening and chatted 
to the ladies while they worked. In this 
peaceful atmosphere I made great head- 
way with the language. Vi era wna grande 
pace e molto armonia in questa famiglia. 
But this urban calm was delightfully shat- 
tered one evening by the arrival of the 
Pasha’s daughter from the adjoining 
palace. She had come on a dress-fitting 
mission and we were presented to her. It 
was a case of love at second sight. After a 
series of manceuvres worthy of Macchia- 
velli, and with the aid of the Italian ladies, 
who enjoyed the intrigue, it was arranged 
that the Egyptian lady would pass an 
evening with me on the Nile. I hired the 
fellueca and ordered the supper from old 
Mr. Groppi, who promised a good hamper 
and the best bottle of sauterne. All went 
well. There we sat under the starry 
canopy, her eyes shining like a gazelle. I 
opened the hamper and my first offering 
was a HAM sandwich!! In my ignorance 
I did not know that this was the supreme 
insult to a Mahometan. The prophet had 
taught that one part of the pig was defiled, 
and that he who ate it would be denied 
admission to Paradise. Mahomet, with his 
usual perspicacity, had omitted to say 
which part. And so, the whole of the pig 
is taboo. I had carefully explained every- 
thing to Mr. Groppi, with one fatal omis- 
sion—the lady’s nationality. Well, there 
was nothing left to do but return to the 
shore. And so a romance was shattered by 
a ham sandwich. But for that evil thing I 
might have married the lady and became 
Egypt’s world-famous cost accountant, 
making one grain of Condy’s go where ten 
went before. 








